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LETTER  OF  TRANSMITTAL. 


Marcb  11,  1954. 

To  the  Honorable  Senate  and  House  of  Representatives. 

The  Special  Commission  on  Taxation  submits  here- 
with Part  X  of  its  Final  Report.  Part  X  is  concerned 
with  the  taxation  of  banks  and  banking  institutions  in 
Massachusetts.  Included  in  it  are  discussions  of  the 
nature  and  history  of  bank  taxation,  detailed  analyses 
of  the  present  taxes,  and  demonstrations  of  the  alternative 
courses  of  action  which  are  available  to  the  Common- 
wealth should  any  changes  in  the  present  law  be  con- 
sidered desirable. 

The  Commission,  however,  is  filing  a  report  which  is 
entirely  factual  and  which  contains  no  recommendations 
of  any  kind.  This  has  been  done  for  two  reasons:  (1)  the 
General  Court  in  the  current  session  has  considered  and 
rejected  changes  in  the  present  bank  tax  laws;  (2)  there 
has  been  established  by  the  current  session  of  the  Legis- 
lature a  new  Commission  to  be  known  as  the  Fiscal 
Survey  Commission,  and  one  of  the  duties  assigned  that 
body  was  the  consideration  of  the  reports  of  the  Special 
Commission  on  Taxation. 

For  these  reasons,  therefore,  the  Commission  feels 
that  a  factual  report  is  sufficient  and  that  it  will  be  of 
greater  service  to  the  Commonwealth  for  the  Commission 
to  present  to  the  General  Court  and  the  Fiscal  Survey 
Commission  for  their  consideration  a  report  which  presents 
as  completely  as  possible  the  present  situation  with  regard 
to  bank  taxes,  but  one  which  leaves  to  them  the  ultimate 
decision  as  to  which  of  the  discussed  alternatives  are  the 
most  desirable  in  the  light  of  the  fiscal  condition  of  the 
State. 

The  Commission  acknowledges  with  thanks  the  co- 
operation of  the  many  public  employees  and  others  who 
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aided  in  the  collection  of  much  of  the  material  contained 
in  this  document.  In  addition,  we  wish  to  thank  indi- 
vidually the  following  persons  who  have  been  especially- 
helpful:  Mr.  Edward  K.  Smith,  who  was  employed  by 
the  Commission  in  the  initial  phases  of  this  report;  Mr. 
Timothy  Ring  and  Mrs.  Elizabeth  Cox  of  the  Department 
of  Corporations  and  Taxation;  Mr.  Timothy  J.  Donovan 
and  his  associates  in  the  Department  of  Banking  and 
Insurance;  Mr.  William  Cohen  and  Mr.  Robert  A. 
Lynch  of  the  Comptroller's  Bureau;  and,  Miss  Catherine 
R.  McCarthy  and  Miss  Ethel  Turner  of  the  State  Library. 

Respectfully  submitted, 

HOLLIS  M.  GOTT, 

Chairman. 
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TAXATION. 


Chapter  I. 
BANK  TAXES  AND  THE  BANKING  INDUSTRY. 

Banking  has  long  been  one  of  the  major  industries  in 
Massachusetts,  Since  1782,  when  the  Bank  of  North 
America  of  Philadelphia  became  the  first  bank  to  be 
chartered  by  the  General  Court,  the  industry  has  grown 
in  size  and  importance,  in  complexity,  and  in  service  to 
the  citizenry  as  well.  Likewise,  Massachusetts  very 
early  in  its  history  began  the  regulation  of  this  industry, 
and  since  1791  the  taxes  imposed  upon  it  have  been  an 
integral  part  of  the  tax  system.  Today,  the  banking 
industry  in  its  various  forms  holds  assets  totaling  $10.3 
bilHon,  and  that  portion  of  the  industry  which  is  subject 
to  tax  pays  to  the  Commonwealth  $4.8  million  annu- 
ally. 

It  is  the  purpose  of  this  part  of  the  Commission's 
Report  to  investigate  the  taxes  now  imposed  upon  the 
banking  industry;  to  determine  where  there  are  in- 
equities or  inadequacies  in  these  taxes;  and  to  discuss 
the  possible  alternatives  should  changes  in  the  present 
laws  be  considered  desirable.  It  is  felt,  however,  that 
since  both  the  industry  and  the  present  tax  laws  are  of 
such  a  complicated  nature,  much  would  be  gained  by 
first  investigating  briefly  the  composition  and  develop- 
ment of  the  banking  industry,  the  nature  of  bank  taxes 
generally,  and  the  history  of  such  taxes  in  the  Common- 
wealth. 
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The  Composition  of  the  Banking  Industry. 

The  most  striking  feature  of  the  banking  industry  in 
Massachusetts  is  variety.  There  are  seven  distinct  kinds 
of  banks,  banking  companies,  or  banking  associations 
falHng  into  two  major  types  of  institutions.  These  are, 
first,  the  ''commercial  banks,"  consisting  of  the  federally 
chartered  national  banks,  and  the  state-chartered  trust 
companies  and  banking  companies;  and  second,  the 
"mutual  institutions,"  consisting  of  the  state-chartered 
mutual  savings  banks,  co-operative  banks  and  savings 
and  loan  associations,  and  the  federally  chartered  savings 
and  loan  associations. 

Commercial  banking  dates  back  to  colonial  times,  and 
the  first  such  bank  to  be  chartered  by  the  Commonwealth 
was  the  one  in  1782,  only  two  years  after  the  convention 
of  the  first  General  Court.  With  the  exceptions  of  the 
First  and  Second  United  States  Banks,  all  commercial 
banks  in  Massachusetts  were  state-chartered  until  the 
enactment  by  Congress  of  the  National  Banking  Act  of 
1863,  after  which  all  but  one  secured  national  charters. ^ 
State-chartered  banks  began  to  reappear  two  years  later 
with  the  incorporation  of  the  first  trust  company.  The 
third  type  of  commerical  bank,  the  banking  company, 
appeared  in  1935  when  such  corporations  were  chartered 
to  loan  money  on  the  so-called  Morris  plan. 

Mutual  institutions  began  with  the  incorporation,  in 
1816,  of  the  Provident  Institution  for  Savings  in  Boston 
—  the  first  of  the  mutual  savings  banks.  Decades  later, 
Massachusetts  took  cognizance  of  an  experiment  which 
had  worked  well  in  other  States,  particularly  Penn- 
sylvania, and  in  1877  chartered  the  first  co-operative 
saving  fund  and  loan  association,  a  name  later  changed 
to  co-operative  bank.  At  about  the  same  time,  the  first 
special  charter  was  granted  to  a  savings  and  loan  associ- 
ation. There  are  now  four  such  associations  operating 
under  special  charter  —  all  in  the  Attleboro  area.  Finally, 
in  1933,  the  Congress  enacted  legislation  providing  for 

1  At  a  later  date,  this  bank  too  was  merged  with  one  possessing  a  national  charter. 
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the  chartering  of  the  federal  savings  and  loan  associa- 
tions. 

Today  there  are  all  together  578  banks  of  various  kinds, 
with  the  number  in  each  classification  as  follows: 


Classification. 


Number 
of  Banks. 


Commercial  banks : 

National  banks 

Trust  companies  .        .        .        . 

Banking  companies  .  .  .  . 
Mutual  institutions : 

Savings  banks 

Co-operative  banks      .        .        .        . 

State  savings  and  loan  associations     . 

Federal  savings  and  loan  associations 
Total 


.114 
58 
10 

188 

174 

4 

30 

578 


Difference  in  Bank  Types. 

There  are  substantial  differences  between  the  two 
major  types  of  banks,  —  commercial  and  mutual,  —  and 
these  differences  have  had  a  marked  effect  on  the  tax 
policies  regarding  each  of  them. 

The  primary  one  is  in  the  purpose  for  which  each  type 
is  chartered.  Commercial  banks  are  what  their  name 
implies,  —  organizations  incorporated  to  sell  their  services 
to  the  public  and  to  gain  the  greatest  possible  return  on 
the  total  investment.  Mutual  institutions,  however, 
are  incorporated  for  other  reasons.  They  were  originally 
established  as  a  method  by  which  persons  of  moderate 
means  could  systematically  invest  their  savings  and  earn 
a  fair  and  safe  return.  Also,  these  institutions  were 
limited  in  their  investment  outlets  to  real  estate  mort- 
gages, government  securities,  and  the  bonds  and  notes 
of  pubHc  enterprises  and  public  utilities.  Thus,  the 
additional  purposes  were  served  of  providing  banks 
designed  to  make  it  easier  for  a  person  to  borrow  money 
to  build,  buy  or  repair  a  home  and  to  make  available  a 
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certain  amount  of  capital  for  government  and  public 
enterprise  securities. 

A  second  difference  is  in  the  financial  structure.  Com- 
mercial banks  have  a  capital  structure  and  are  owned  by 
the  stockholders  who  have  invested  their  funds  in  the 
stock  of  the  banks  for  the  same  reasons  and  in  the  same 
manner  they  would  invest  in  any  other  stocks  or  bonds. 
These  stockholders  may  or  may  not  be  depositors  or 
even  customers  of  the  banks  in  which  they  own  stock. 
On  the  other  hand,  the  mutual  institutions  are  owned  by 
those  who  are  either  depositors,  in  the  case  of  the  savings 
banks,  or  member  shareholders,  in  the  case  of  co-operative 
banks  and  savings  and  loan  associations. 

A  third  difference  has  already  been  implied,  —  that  of 
investment  outlets.  Commercial  banks  may  invest  their 
funds  in  corporate  stock  and  other  commercial  enterprises. 
This  cannot  be  said  of  mutual  institutions.  These  banks 
are  limited  not  only  as  to  the  type  of  investments,  but 
also  as  to  certain  securities  within  each  type  or  within  a 
certain  geographical  location  in  the  case  of  real  estate 
mortgages. 

The  Size  of  the  Various  Banks. 

As  an  indication  of  the  relative  positions  of  the  various 
kinds  of  banks  within  the  industry.  Table  I  presents  the 
latest  available  data  with  regard  to  the  amount  of  assets 
held  by  each  kind  of  bank,  the  percentage  that  amount  is 
of  the  total  assets  held  by  all  banks,  and  the  average 
amount  of  assets  per  bank  in  each  classification.  Although 
the  figures  are  for  varying  bank  fiscal  years,  the  fact 
that  they  all  end  in  the  same  calendar  year,  1952,  would 
indicate  that  the  relative  position  shown  is  nonetheless 
valid. 

The  table  shows  that  of  the  $10.3  billion  of  assets  held 
by  the  banking  industry,  other  than  trust  department 
assets,  $5.2  billion,  or  50.2  per  cent,  was  held  by  the 
mutual  institutions  and  $5.1  billion,  or  49.8  per  cent,  by 
the  commercial  banks.  Among  the  various  kinds  of 
banks,  the  savings  banks  hold  the  largest  amount  of 
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assets,  $4.1  billion,  or  39.4  per  cent,  followed  closely  by 
the  national  banks  with  $3.6  billion  or  34.6  per  cent,  and 
the  trust  companies  with  $1.5  billion,  or  15.0  per  cent. 
All  other  kinds  of  banks  hold  a  total  of  approximately 
$1.1  billion  in  assets. 

With  regard  to  the  average  amounts  of  assets  per  bank, 
the  national  banks  hold  the  largest  average  amount, 
$31.3  million  per  bank,  followed  by  the  trust  companies 
with  an  average  amount  of  $26.7  million,  and  the  savings 
banks  with  an  average  amount  of  $21.6  million.  The 
federal  savings  and  loan  associations  rank  high  by  this 
measure  with  an  average  of  $13.6  million  per  bank.  It 
should  be  remembered,  however,  that  within  each  kind 
of  bank  the  range  from  the  largest  to  the  smallest  bank 
is  great,  and  the  average  amount  of  assets  serves  only  as 
an  indication  of  relative  size  between  kinds  of  banks. 

The  Special  Nature  of  Bank  Taxes. 

The  taxes  imposed  upon  the  banking  industry  in 
Massachusetts,  as  in  other  States,  are  special  taxes  which, 
while  relatively  unimportant  revenue-wise,  are  important 
as  a  part  of  the  entire  tax  system  and  especially  that  part 
of  it  which  deals  with  the  taxation  of  business  enterprises. 
These  taxes  on  the  various  kinds  of  banks  which  are 
subject  to  tax  yielded  only  $4.8  million  in  fiscal  1953, 
or  1.4  per  cent  of  the  total  state  revenues  from  taxes, 
licenses  and  fees  of  $350.4  million.  But  they  are  signifi- 
cant in  the  sense  that  they  are  special  taxes  designed  to 
treat  a  portion  of  the  economy  which  cannot,  because 
of  its  different  nature,  be  taxed  in  the  same  manner  in 
which  other  corporations  are  taxed. 

There  are  three  reasons  why  bank  taxation  has  de- 
veloped this  special  character.  First,  banks  comprise  a 
unique  type  of  business  enterprise  and  occupy  an  equally 
unique  place  in  the  economy.  They  are  unlike  other 
business  and  manufacturing  corporations  in  that  their 
assets  are,  for  the  most  part,  composed  of  intangibles. 
They  are  service  corporations  which  perform  a  function 
necessary  to  other  types  of  business  enterprise  as  well  as 
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to  private  citizens.  They  are  usually  subjected  to  more 
stringent  governmental  regulation  than  other  types  of 
business.  For  these  reasons,  banks  have  come  to  be 
treated  in  a  different  manner  tax-wise  in  practically 
every  State.  In  the  Commonwealth,  while  taxes  on 
banks  are  part  of  the  corporate  tax  structure,  and  in 
some  cases  are  tied  to  the  tax  on  other  corporations,  they 
nevertheless  remain  in  a  special  category. 

Table  I.  —  Assets  of  the  Banking  Industry  in  Massachusetts  for 
Various  Fiscal  Years  ending  in  1952.  ^ 


Classification. 

Number 
of  Banks. 

Amount  of 

Assets 
(000  omitted). 

Percentage 

of 

Total 

Assets. 

Average 

Assets 

per  Bank 

(000  omitted). 

Commercial  banks: 

National  banks  .... 

Trust  companies 

Banking  companies    . 

114 
58 
10 

$3,569,113 

1,549,862 

20,094 

34.6 

15.0 

0.2 

$31,308 

26,722 

2,009 

Sub-total          .... 

Mutual  institutions: 
Savings  banks     .         . 

Co-operative  banks     . 

State  savings  and  loan  associ- 
ations        

Federal  savings  and  loan  associ- 
ations        

182 

188 
174 

4 

30 

S5,139,069 

$4,062,685 
686,781 

9,544 

408,233 

49.8 

39.4 
6.7 

0.1 

4.0 

$21,610 
3,947 

2,386 

13,608 

Sub-total      .... 

396 

$5,167,243 

50.2 

- 

Total 

S78 

$10,306,312 

100.0 

- 

Source:  National  Banks  —  U.  S.  Comptroller  of  the  Currency,  Ninetieth  Annual  Report, 
1952.  Federal  Savings  and  Loan  Associations  —  Northeastern  Federal  Savings  League.  All 
state  institutions  and  banks  —  Commissioner  of  Banks,  Annual  Report,  1952. 

1  For  national  banks,  trust  companies  and  banking  companies,  and  federal  savings  and  loan 
associations,  the  fiscal  year  ends  December  31, 1952;  for  savings  banks,  October  31, 1952;  and, 
for  co-operative  banks  and  state  savings  and  loan  associations,  April  30, 1952.  Trust  depart- 
ment assets  not  included. 


Second,  the  difference  in  type  between  banks  has  led 
to  different  tax  policies  even  within  this  special  tax 
category.  As  has  been  stated,  mutual  institutions  were 
established  with  other  objectives  in  addition  to  that  of 
securing  profits  on  investments.  Because  of  these  objec- 
tives, mutual  institutions  have  not  been  taxed  in  the 
sam.e  manner  as  the  commercial  banks  and  in  some  cases 
no  tax  at  all  has  been  imposed.    Over  a  long  period  of 
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TOTAL  YIELD  FROM  ALL  BANK  TAXES  IN  THE  COMMONWEALTH 
AND  THE  PORTION  OF  THE  TOTAL  FROM  EACH  TYPE  OF  TAX 

(1936-1953  Fiscal  Years) 

Source:    Annual  Reports  of  the  Comptroller,   1936-1953. 
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time,  successive  General  Courts  have  held  to  the  opinion 
that  one  way  to  encourage  personal  thrift,  home  owner- 
ship, and  more  incidentally  the  availability  of  capital 
for  public  purposes  was  to  impose  a  lesser  tax  burden  on 
such  institutions. 

Finally,  and  probably  most  important,  bank  taxation 
has  developed  a  special  character  due  to  the  actions  of 
the  federal  government.  As  will  be  discussed  fully 
in  a  subsequent  chapter,  the  States  are  restricted  in  the 
manner  in  which  they  can  tax  national  banks.  These 
restrictions  have  played  a  great  part  in  the  development 
of  bank  taxation  generally.  This  is  true  not  only  for  the 
taxation  of  other  commercial  banks  but  for  other  types 
as  well. 

Bank  Taxes  in  the  Commonwealth. 

The  present  system  of  bank  taxes  in  the  Common- 
wealth includes  an  excise  tax  on  all  commercial  banks 
measured  by  net  income;  a  tax  paid  by  the  savings 
banks  on  the  amount  of  their  deposits  less  certain  deduc- 
tions; and  an  exemption  from  state  taxation  of  co- 
operative banks  and  savings  and  loan  associations.  Of 
the  $4.8  million  yield  from  bank  taxes  in  fiscal  1953, 
which  was  the  greatest  yield  from  such  taxes  in  two  dec- 
ades, $3.6  million,  or  75  per  cent,  was  from  the  excise  on 
commercial  banks,  and  $1.2  million,  or  25  per  cent,  was 
from  the  excise  on  savings  banks. 

Table  II  indicates  that  since  1936  the  total  yield  from 
all  bank  taxes  has  fluctuated  greatly  —  from  $2.4  million 
in  1936  to  $4.8  million  at  the  present  time,  with  several 
lower  yields  in  the  intervening  years.  Also,  the  amounts 
of  revenue  produced  by  the  individual  taxes  have  changed 
during  this  period.  The  yield  of  the  tax  on  national 
banks  and  trust  companies  has  increased  from  $514 
thousand  in  1936  to  $3.6  million  in  1953.  At  the  same 
time,  the  yield  from  the  tax  on  savings  banks  decreased 
from  $1.8  million  in  1936  to  $389  thousand  in  1951,  with 
significant  increases  in  1952  to  $825  thousand,  and  in 
1953  to  $1.2  million.  The  accompanying  chart.  Chart  I, 
demonstrates  this  situation  graphically. 
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The  great  increase  in  the  yield  from  the  tax  on  national 
banks  and  trust  companies,  which  in  seventeen  years  has 
amounted  to  600  per  cent,  can  be  explained  by  the  cor- 
responding increase  in  the  income  of  the  banks  and  by  an 
increase  in  the  maximum  rate  allowable  during  recent 
years.  The  decrease  in  the  yield  of  the  savings  bank 
taxes,  which  was  equal  to  79  per  cent  during  the  period 
from  1936  to  1951,  can  be  explained  by  the  fact  that  the 
savings  banks  invested  more  and  more  of  their  deposits 
in  deductible  investments,  —  primarily  United  States 
government  securities,  —  and  by  the  establishment  of 
reserve  funds  the  investments  of  which  reduced  the 
average  deposits  taxable.  The  recent  increases  in  the 
yield  from  this  tax  can  be  explained  by  an  increase  in  the 
average  deposits  of  these  banks  and  by  a  shift  back  to 
non-deductible  investments. 


Cha.pter  II. 
THE  HISTORY  OF   BANK  TAXATION. 

The  history  of  the  state  taxation  of  banks  actually 
began  in  the  Commonwealth  in  1791.  In  that  year 
Massachusetts  became  the  first  State  to  bring  all  banks 
under  the  general  tax  laws  by  directing  local  assessors  to 
include  the  stock  of  such  institutions  among  the  taxable 
property.  ''All  banks"  at  that  time  included  only  state- 
chartered  commercial  banks.  The  first  savings  bank 
was  established  a  quarter  of  a  century  later.  In  the  same 
year,  however,  the  Congress  established  for  a  twenty- 
year  period  the  first  United  States  Bank  with  its  branches 
in  the  several  States.  No  evidence  can  be  found  that  the 
branches  were  actually  taxed,  but  the  laws  of  this  State 
were  considered  broad  enough  to  include  these  banks. 

After  the  expiration  of  the  first  United  States  Bank 
the  year  before,  Massachusetts  in  1812  levied  an  excise 
tax  on  all  incorporated  banks  in  the  Commonwealth  at 
the  rate  of  one  half  of  one  per  cent  of  the  value  of  the 
capital  stock.  This  was  in  addition  to  the  property  tax 
and  to  the  tax  on  the  full  value  of  bank  shares  in  the 
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hands  of  individual  shareholders.  Savings  banks,  which 
first  appeared  in  1816,  were  not  subject  to  this  tax.  It  is 
not  known  whether  a  branch  of  the  second  United  States 
Bank,  which  was  also  chartered  in  1816,  actually  paid  a 
tax  in  the  Commonwealth  before  this  bank  also  expired 
in  1836;  but  the  branches  of  this  bank  were  taxed  in 
some  other  States. 

State  Taxation  of  National  Banks. 

Out  of  the  period  of  the  United  States  Banks,  however, 
came  the  famous  case  of  McCulloch  v.  Maryland,  ^  which 
was  to  play  such  an  important  role  not  only  in  the  history 
of  state  taxation  of  national  banks,  but  also  of  the  State's 
power  to  tax  any  federal  instrumentality.  Chief  Justice 
John  Marshall,  in  1819,  in  his  decision  in  this  case  stated 
that  the  Congress  had  the  constitutional  power  to  estab- 
lish a  national  bank,  and  that  while  a  State  could  tax  the 
real  estate  of  a  federally  chartered  bank  and  the  shares 
in  the  hands  of  individual  shareholders,  no  state  had  the 
power  to  tax  the  operations  of  a  bank  so  established  or  of 
one  of  its  branches.  Although  the  Constitution  contains 
no  such  prohibition  against  state  taxation  of  a  federal 
operation,  it  was  held  that  ''the  power  to  tax  is  the  power 
to  destroy,"  and  consequently  the  States  could  tax 
federal  instrumentalities  only  when  the  Congress  ex- 
pressly provided  for  such  taxation.  The  result  of  this 
case  has  been  to  restrict  the  States  in  the  methods  by 
which  they  could  tax  national  banks. 

In  the  period  immediately  following  the  closing  of  the 
second  United  States  Bank,  this  limitation  of  state  power 
was  not  important  because,  for  a  period  of  twenty-seven 
years,  no  national  banks  were  in  existence.  Bank  taxation 
was  limited  to  that  of  state-chartered  institutions.  Massa- 
chusetts continued  to  use  a  tax  on  capital  stock  and  the 
general  property  tax,  but  others  used  taxes  on  note 
circulation,  dividends  or  on  the  privilege  of  doing  business. 
There  were  at  least  five  methods  of  bank  taxation  in  use 
and  several  States  used  a  combination  of  these. 

1  McCulloch  V.  Maryland,  4  Wheat.  316  (1819). 
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National  Banking  Act  of  1863. 

This  diversity  of  methods,  however,  was  affected  by 
the  passage  of  the  National  Banking  Act  of  1863  which 
set  up  the  system  of  national  banks  and  revolutionized 
the  nation's  banking  system.  The  act,  by  its  oppressive 
taxation  of  state-chartered  banks,  and  by  its  grant  of 
greater  privileges  to  the  national  banks,  drove  the  state 
banks  into  the  national  system.  In  Massachusetts,  only 
one  state-chartered  institution  remained  as  a  result  of 
this  act.  Thus,  the  Congressional  limitation  on  the 
taxation  of  the  national  banks  became  again  the  con- 
trolling factor  in  the  development  of  bank  tax  laws  in 
Massachusetts  as  in  other  States. 

As  originally  passed,  the  National  Banking  Act  left 
some  doubt  as  to  whether  the  States  could  tax  the  national 
banks  at  all.  However,  in  1864,  an  amendment  to  the 
act  provided  that  the  States  could  tax  the  real  estate  of 
national  banks  in  the  same  manner  in  which  other  real 
estate  was  taxed,  and,  in  addition,  the  shares  of  the 
national  banks  could  be  taxed  ''at  the  place  where  the 
bank  is  located,  and  not  elsewhere,  but  not  at  a  greater 
rate  than  is  assessed  upon  other  moneyed  capital  in  the 
hands  of  individual  citizens  of  such  state  .  .  .  [or]  upon 
the  shares  of  any  of  the  banks  organized  under  the  au- 
thority of  the  state  where  such  association  is  located." 

As  a  consequence  of  this  legislation,  Massachusetts 
enacted  a  provision  for  the  taxation  of  national  bank 
shares  in  the  cities  and  towns  where  the  owners  dwelt. 
The  Supreme  Judicial  Court  held  that  "place"  in  the 
federal  act  meant  "state,"  and  that  the  Massachusetts 
law  was  valid.  In  1868,  the  Congress  passed  an  amend- 
ment to  the  Banking  Act  which  provided  that  the  place 
where  the  shares  of  resident  stockholders  were  to  be 
taxed  could  be  determined  by  the  State,  but  that  the 
shares  of  non-residents  could  be  taxed  only  in  the  cities 
or  towns  where  the  bank  was  located.  Thus,  the  Massa- 
chusetts law  providing  that  national  bank  shares,  like 
all  personal  property,  was  to  be  taxed  at  the  residence 
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of  the  owner  was  valid.  The  General  Court  amended  the 
Massachusetts  law  to  provide  for  the  taxation  of  shares 
owned  by  non-residents  in  the  cities  or  towns  where  the 
banks  were  located,  and  the  resulting  law  was  in  existence 
until  1923. 

Trends  in  State  Bank  Taxation. 

The  Banking  Act  of  1863  with  its  amendments  defining 
the  manner  in  which  States  could  tax  national  banks  did 
much  to  introduce  a  uniform  system  of  taxation  of  all 
banks.  Since  the  statutes  provided  that  national  banks 
could  not  be  taxed  at  a  higher  rate  than  state  banks,  they 
tended  to  encourage  (although  they  did  not  require) 
like  taxation  of  both  types  of  banks.  Also,  the  fact  that 
only  taxes  on  real  estate  and  bank  shares  were  allowed  on 
national  banks  brought  about  the  almost  universal 
application  of  the  general  property  taxes  to  all  banks. 
This  was  true  in  Massachusetts  after  the  repeal  of  the 
capital  stock  tax  and  after  the  re-emergence  of  state- 
chartered  banking  institutions  in  the  form  of  trust  com- 
panies after  1865. 

The  inclusion  of  national  bank  shares  among  the 
intangible  personal  property  taxable  at  the  general 
property  tax  rate  was  a  source  of  considerable  difficulty. 
It  soon  became  evident  that  such  bank  shares  were  much 
harder  to  conceal  than  was  other  intangible  property. 
In  an  attempt  to  reach  this  concealed  intangible  property, 
many  States  resorted  to  a  classified  property  tax  which 
applied  a  flat  rate  to  all  intangible  property  or  a  special 
valuation  at  a  small  percentage  of  the  actual  value. 
Since  national  bank  shares  generally  remained  taxable 
at  the  full  rate  and  on  the  full  value,  discrimination 
against  such  institutions  soon  became  obvious.  Therefore 
a  question  immediately  arose  over  the  provision  in  the 
federal  statute  that  bank  shares  could  not  be  taxed  at  a 
greater  rate  than  other  ''moneyed  capital." 

Massachusetts  followed  the  general  trend,  and  in  1916 
exempted  from  ad  valorem  taxation  all  forms  of  in- 
tangibles other  than  national  bank  shares,  which  were 
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still  taxable  at  the  local  general  property  tax  rate.  But, 
unlike  many  other  States,  Massachusetts  substituted 
a  tax  on  the  income  from  the  intangibles  at  the  rate  of 
6  per  cent  rather  than  some  form  of  the  classified  property 
tax.  National  bank  shares  remained  subject  to  the 
property  tax,  and  after  1916  were  the  only  class  of  in- 
tangibles so  taxable.  While  this  established  in  law  a 
discrimination  against  the  national  banks,  it  was  believed 
that  the  actual  discrimination  had  been  decreased  in 
degree  due  to  the  fact  that  the  intangibles  which  had 
been  escaping  taxation  under  the  property  tax  would 
DOW  be  taxable  under  the  income  tax. 


^^ Other  Mo7ieyed  Capital.^' 

The  provision  in  the  federal  statute  that  the  shares 
of  national  banks  were  not  to  be  taxed  at  a  greater  rate 
than  ''other  moneyed  capital  in  the  hands  of  individual 
citizens  of  such  state"  was  and  still  remains  a  major 
source  of  difficulty  in  the  development  of  vState  taxation 
of  national  banks.  The  Supreme  Court  ruled  in  1887 
that  the  phrase  "other  moneyed  capital"  meant  moneyed 
capital  coming  into  competition  with  national  banks, 
and  included  ''shares  of  stock  of  other  interests  owned 
by  individuals  in  all  enterprises  in  which  the  capital 
employed  in  carrying  on  its  business  is  money,"  and 
"money  in  the  hands  of  individuals  employed  in  a  similar 
way,  invested  in  loans  or  securities  for  the  payment  of 
money,  either  as  an  investment  of  a  permanent  character, 
or  temporarily  with  a  view  to  sale  or  repayment  and 
reinvestment."  ^ 

But  despite  this  ruling,  other  cases  caused  the  opinion 
to  be  generally  held  that  the  phrase  "other  moneyed 
capital"  meant  only  capital  employed  in  the  banking 
business.  It  was  in  view  of  this  opinion  that  many  States 
retained  or  turned  to  the  classified  property  tax  for  the 
taxation  of  intangibles  other  than  bank  shares.  The  same 
is  true  in  the  States  which  decided  upon  an  income  tax 

1  Mercantile  National  Bank  v.  New  York,  121  U.  S.  138  (1887). 
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as  a  way  to  reach  these  intangibles.  It  was  inevitable, 
considering  this  disparity  between  the  practice  in  the 
States  and  the  controlling  opinion  of  the  court,  that  the 
problem  would  again  reach  the  courts  for  a  more  definite 
resolution. 

In  Massachusetts,  with  the  imposition  of  the  income 
tax  in  1916  and  the  establishment  in  law  of  a  discrimi- 
nation against  the  national  banks,  one  or  more  banks 
contested  the  validity  of  the  legislation.  But  while  a 
compromise  was  being  worked  out,  the  problem  was 
actually  resolved  by  the  United  States  Supreme  Court  in 
the  case  of  the  Merchants  National  Bank  v.  Richmond 
in  1921. 1 

In  this  case,  which  involved  a  classified  property 
tax  in  the  State  of  Virginia  in  which  bank  shares  were 
taxed  at  a  higher  rate  than  other  intangibles,  the  court 
held  such  a  tax  invalid  because  the  other  intangibles 
came  into  competition  with  the  national  banks  in  the  loan 
market.  The  decision  had  a  far-reaching  effect  on  the 
States  using  either  a  classified  property  tax  or  an  income 
tax  which  in  effect  discriminated  against  the  national 
banks.  It  left  the  States  with  classified  property  taxes 
two  alternatives,  —  either  a  return  by  the  State  to  the 
general  property  tax  with  all  its  inequities  or  a  lower 
tax  rate  on  bank  stock.  Likewise,  those  States  such  as 
Massachusetts,  which  had  income  taxes,  had  two  courses 
of  action  open  to  them.  They  could  either  bring  the 
other  intangibles  back  under  the  general  property  tax, 
or  exempt  bank  stock  from  such  taxation,  or  they  could 
apply  a  property  tax  rate  which  would  make  the  tax  on 
national  banks  roughly  equivalent  to  the  amount  paid 
on  other  intangibles  under  the  income  tax. 

Following  this  decision,  agitation  was  immediately 
begun  to  have  the  Banking  Act  amended  by  Congress, 
and  this  was  done  in  1923.  In  that  year  section  5219 
was  changed  to  provide  that,  in  addition  to  the  real  estate 
tax,  the  States  could  tax  national  banks  by  any  one  of 
three  methods.    First,  it  allowed  a  tax  on  shares  at  a  rate 

>  Merchants  National  Bank  v.  Richmond,  256  U.  S.  635  (1921). 
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not  greater  than  that  assessed  upon  ''other  moneyed 
capital  in  the  hands  of  individual  citizens"  which  came 
into  competition  with  the  business  of  national  banks, 
with  the  provision  that  ''bonds,  notes,  or  other  evidence 
of  indebtedness"  which  were  not  employed  in  the  banking 
business  or  investment  business,  and  representing  merely 
personal  investments,  should  not  be  considered  in  com- 
petition with  national  banks. 

Second,  a  State  could  tax  national  banks  on  their  net 
income  so  long  as  the  tax  was  no  higher  than  that  im- 
posed upon  other  jBinancial  corporations  or  higher  than 
the  highest  rate  imposed  upon  the  net  income  of  "mercan- 
tile, manufacturing,  or  business  corporations." 

Third,  a  state  could  tax  the  dividends  from  national 
bank  stock  at  a  rate  no  higher  than  that  upon  "other 
moneyed  capital"  as  it  was  defined  in  the  new  legislation. 

The  Massachusetts  Bank  Tax. 

While  most  other  States  changed  their  tax  laws  to 
place  "other  moneyed  capital"  (as  defined  in  the  federal 
law)  under  the  property  tax  at  the  same  rate  as  bank 
shares,  Massachusetts  chose  a  different  procedure.  As  a 
result  of  the  cases  arising  out  of  the  original  discrimi- 
nation against  national  banks  by  the  enactment  of  the 
income  tax  provisions,  the  State  offered  them  a  com- 
promise of  one  third  of  the  taxes  illegally  collected  in  the 
past  and  alternative  methods  of  taxation  for  the  future. 
The  national  banks  were  given  the  option  of  having  their 
shares  taxable  to  the  owners  at  their  capital  value  at  the 
local  property  tax  rate  or  of  paying  themselves  a  123^  per 
cent  tax  on  their  income.  It  was  recognized  that  this 
was  of  doubtful  constitutionality,  and  a  special  com- 
mission was  estabUshed  to  study  the  banking  laws  and 
recommend  future  legislation. 

Two  years  later,  in  1925,  an  entirely  new  system  of 
taxation  was  imposed  upon  the  national  banks  and  trust 
companies  by  the  Commonwealth.  This  legislation 
provided  for  an  excise  tax  measured  by  income  rather 
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than  a  tax  upon  income.  The  federal  statute  allowed 
the  taxation  of  national  banks  on  their  income  at  a  rate 
no  higher  than  that  assessed  upon  ''other  financial  corpo- 
rations, nor  higher  than  the  highest  of  the  rates  assessed 
upon  the  net  income  of  mercantile,  manufacturing  and 
business  corporations."  The  General  Court  interpreted 
the  word  ''rate"  to  mean  "burden"  and  assumed,  there- 
fore, that  a  tax  using  income  as  the  base  regardless  of  the 
actual  form  of  the  tax  was  valid  so  long  as  the  ratio 
between  the  total  amount  of  state  taxes  paid  by  other 
types  of  corporations  and  their  net  income  was  not  lower 
than  that  for  banks.  This  was  an  important  distinction 
because  the  other  corporations,  then  as  now,  were  taxable 
on  their  net  income  and  their  corporate  excess,  with  two 
alternative  minima.  A  tax  imposing  this  equivalent 
burden  was  accomplished  by  making  the  bank  tax  rate 
equal  to  the  proportion  of  the  aggregate  net  income  of 
other  corporations  absorbed  by  the  entire  excise  upon 
them,  including  both  the  part  on  net  income  and  the  part 
on  corporate  excess.  This  rate  was  to  be  computed 
annually  by  the  Commissioner  of  Corporations  and 
Taxation. 

Another  important  provision  was  that  the  "net  income" 
which  would  be  used  as  the  base  for  this  excise  tax  was 
that  provided  for  under  the  federal  law  with  the  addition 
thereto  of  any  net  losses  of  the  previous  year  which  had 
been  deducted  and  all  interest  and  dividends  not  included 
in  the  federal  return,  except  the  dividends  of  Massa- 
chusetts corporations  and  dividends  in  liquidation  paid 
from  capital.  This  included  the  interest  from  United 
States  government  bonds  and  other  exempt  securities 
which  would  not  have  been  taxable  by  the  State  when  in 
the  hands  of  an  individual. 

While  this  provision  was  not  vahd  when  passed,  in 
1925,  in  the  following  year,  the  federal  law  was  amended 
to  provide  a  fourth  alternative  method  by  which  the 
States  could  tax  national  banks.  This  amendment 
allowed  the  States  to  do  precisely  what  Massachusetts 
had  done,  —  levy  a  tax  on  the  national  banks  according 
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to  or  measured  by  net  income,  and  it  was  expressly  pro- 
vided that,  in  such  a  case,  the  taxing  state  could  ''include 
the  entire  net  income  received  from  all  sources."  At  the 
same  time,  the  federal  law  was  amended  to  allow  the 
States  not  only  to  tax  the  dividends  from  national  banks 
as  part  of  the  personal  income  tax  as  before,  but  also  to 
combine  such  a  tax  with  either  of  the  alternative  net 
income  taxes. 

In  1929,  however,  the  Supreme  Court  held  that  an 
excise  measured  by  net  income  was  invalid  so  far  as  the 
net  income  included  the  income  from  government  bonds 
and  other  tax-exempt  securities.  ^  The  Commonwealth 
then  made  a  compromise  with  the  national  banks  by 
which  it  refunded  all  the  tax  collected  on  such  income 
for  the  prior  year  and  by  which  the  banks  agreed  not  to 
press  for  refunds  for  years  prior  to  that. 

In  1930,  therefore,  the  Massachusetts  law  was  amended 
to  exclude  the  income  from  such  tax-exempt  sources 
from  the  definition  of  net  income.  But  by  1933  it  was 
decided  that  the  Supreme  Court  in  the  Macallen  case 
was  confining  itself  to  the  facts  in  that  particular  case, 
and  that  the  statute  which  permitted  the  inclusion  in  the 
definition  of  net  income  of  income  from  tax-exempt 
securities,  such  as  government  bonds,  was  vahd  after  all. 
In  that  year,  therefore,  the  General  Court  went  back  to 
the  original  definition  of  net  income,  and  it  has  remained 
the  same  ever  since.  Also,  in  that  year,  however,  the 
Legislature  applied  a  maximum  bank  tax  rate  of  6  per 
cent  which  was  in  effect  until  1949,  at  which  time  it  was 
temporarily  raised  to  8  per  cent. 

It  was  in  1933,  too,  that  the  Commonwealth  first 
began  to  tax  the  dividends  from  national  banks  and  frcm 
trust  companies  —  as  well  as  from  all  other  types  of 
corporations.  In  regard  to  national  banks,  this  action 
had  been  allowed  by  the  amendment  to  the  federal  law 
in  1926.  When  the  tax  on  dividends  was  imposed  in  1933 
it  was  considered  a  temporary  tax,  but  it  was  made  a 
permanent  part  of  the  tax  law  in  1945. 

1  Macallen  Co.  v.  Massachusetts,  279  U.  S.  620  (1929). 
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Present  Federal  Limitation. 

The  Commonwealth,  therefore,  is,  hke  all  the  other 
States,  hmited  in  the  manner  in  which  it  may  tax  national 
banks.  The  present  law  permits  the  States  to  tax  these 
banks  by  any  one  of  four  methods :  (1)  a  tax  on  the  shares 
of  a  national  bank,  so  long  as  they  are  not  taxed  at  a 
higher  rate  than  ''other  moneyed  capital"  as  defined  in 
the  federal  law;  (2)  a  tax  on  the  dividends  from  shares 
of  national  banks  at  a  rate  no  higher  than  that  imposed 
upon  personal  income  from  other  sources ;  (3)  a  tax  on  the 
net  income  of  banks  at  rates  no  higher  than  the  highest 
rate  imposed  on  the  net  income  of  mercantile,  manu- 
facturing and  business  corporations;  and  (4)  an  excise 
tax  ''measured  by  net  income"  at  a  rate  no  higher  than 
that  imposed  upon  other  financial  corporations  nor 
higher  than  the  highest  rate  imposed  upon  mercantile, 
manufacturing  and  business  corporations.  In  addition, 
the  alternative  dividend  tax  method  may  be  used  in 
conjunction  with  either  the  income  tax  or  excise  tax 
measured  by  income.  Massachusetts,  since  1925,  has 
chosen  to  use  the  fourth  method ;  that  is,  excise  measured 
by  net  income,  and  since  1933  has  combined  with  it  a 
tax  on  dividends. 


The  Taxation  of  State-Chartered  Banks. 

Prior  to  the  Civil  War  and  the  National  Banking  Act, 
all  commercial  banks  in  Massachusetts,  with  the  excep- 
tion of  the  branches  of  the  two  United  States  Banks, 
were  state-chartered  institutions.  They  were  subject 
to  the  real  estate  tax  at  the  local  rate,  and  hke  other 
non-manufacturing  corporations  were  exempt  from  the 
personal  property  tax,  while  their  shares  were  taxable 
to  the  individual  shareholders  under  the  personal  property 
tax.  After  1812  they  were  subject  to  the  capital  stock 
excise  tax  as  were  other  corporations. 

With  the  passage  of  the  National  Banking  Act  in  1863, 
as  has  been  stated,  all  except  one  of  these  banks  were 
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driven  into  the  national  banking  system.  It  was  not 
until  1865  that  the  state-chartered  banks  reappeared 
in  the  form  of  trust  companies.  As  such,  they  fell  auto- 
matically under  the  corporate  franchise  tax  then  in 
existence  and  were  subjected  to  a  tax  on  the  aggregate 
value  of  their  shares  at  the  state  average  of  local  property 
tax  rates;  and  the  shares  were  not  taxable  to  the  indi- 
vidual shareholders.  It  should  be  remembered  that  at 
this  time  national  bank  shares  were  taxable  to  the  indi- 
vidual shareholders  at  the  local  rate  in  the  city  or  town 
where  such  shareholders  resided. 

This  situation  existed  until  1925  when  the  Common- 
wealth enacted  the  excise  tax  on  national  banks  measured 
by  income.  Since  this  was  a  tax  which  was  desired  by  the 
banks  and  was  less  burdensome  than  the  shares  tax,  the 
State  took  the  state-chartered  trust  companies  out  from 
under  the  corporate  franchise  tax  and  subjected  them 
to  the  same  tax  as  the  national  banks.  This  was  done 
in  order  not  to  discriminate  against  the  State's  own 
institutions;  and  with  the  exception  of  savings  depart- 
ments the  two  types  of  banks  have  been  taxed  in  the 
same  manner  since  that  time. 


The  Taxation  of  Savings  Banks. 

Although  Massachusetts,  in  1816,  became  the  first 
State  to  charter  a  mutual  savings  bank,  no  special  tax 
was  levied  against  such  institutions  until  1862.  Prior  to 
that  time,  the  banks  like  other  corporations  were  taxed 
for  their  real  estate,  and  the  depositors  were  taxable  on 
their  deposits  in  the  city  or  town  in  which  they  resided. 

Several  attempts  were  made  in  the  intervening  years 
to  place  a  tax  on  the  savings  banks.  In  1850,  for  example, 
there  was  a  petition  filed  in  the  House  of  Representatives 
to  accomplish  this  purpose,  but  it  was  reported  out  un- 
favorably by  the  committee  on  banks  and  banking  with  a 
report  which  stated  that  such  an  act  ''would  deter  people 
from  depositing  in  savings  banks,  and  would  weaken 
the  stimulants  and  inducements  to  industry  and  frugality 
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among  the  people  of  the  Commonwealth,  and  increase 
the  number  of  poor,  the  poor-rates  and  the  taxes  upon 
property  already  subject  to  taxation,  thus  injuring  many 
and  benefitting  none." 

Although  this  idea  that  savings  banks  should  not  be 
taxed  undoubtedly  accounts  for  the  present  special 
treatment  for  this  type  of  banking  institution,  it  was 
overcome  to  some  extent  at  the  time  of  the  Civil  War. 
In  1862,  the  General  Court  as  a  war  measure  enacted  a 
law  imposing  a  tax  of  one  half  of  one  per  cent  upon  the 
amount  of  deposits  of  the  savings  banks  less  certain 
deductions.  These  deductions  included  real  estate  used 
for  banking  purposes;  loans  secured  by  mortgage  of 
taxable  real  estate;  real  estate  acquired  by  foreclosure, 
for  a  period  of  five  years;  tax-exempt  bonds;  and  shares 
of  stock  in  Massachusetts  trust  companies.  Also,  deposits 
were  not  taxable  to  the  depositors  under  the  local  property 
tax. 

There  have  been  several  increases  and  reductions  in  the 
rate  since  that  time,  but  at  the  present  time  the  rate  is 
one  half  of  one  per  cent  of  the  amount  of  deposits  less 
deductions,  the  same  as  in  the  original  law.  The  savings 
departments  of  trust  companies,  but  not  those  of  national 
banks,  were  brought  under  the  savings  bank  tax  law  in 
1909,  but  this  provision  was  temporarily  suspended  in 
1949.  Throughout  this  period,  however,  the  income  from 
these  departments  was  subject  to  the  net  income  tax  as 
part  of  the  trust  company's  income.  In  1923,  deposits  in 
these  departments  were  exempted  from  the  local  property 
tax  in  the  same  manner  as  savings  bank  deposits,  and 
interest  from  such  deposits  was  exempted  for  income 
tax  purposes. 

The  main  problem  of  savings  bank  taxation  through 
the  years  has  been  the  matter  of  deductions  from  the 
amount  of  deposits  to  be  taxed.  As  more  types  of  securi- 
ties were  included  in  the  exempt  category,  and  as  the 
banks'  investments  in  United  States  government  bonds 
increased,  the  base  of  the  tax  and  the  revenues  therefrom 
have  steadily  declined.    While  changes  in  the  law  have 
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been  attempted,  none  has  succeeded  in  passage  by  the 
General  Court.  These  changes  and  other  problems  will 
be  discussed  in  greater  detail  in  a  later  chapter. 

It  should  also  be  remembered  that  savings  banks  have 
always  been  taxed  in  a  different  manner  than  trust  com- 
panies and  national  banks.  This  has  been  due  primarily 
to  the  idea  that  a  tax  on  savings  banks  is  a  "tax  on  thrift." 
But  it  has  also  been  due  in  part  to  the  fact  that  savings 
banks  have  never  been  considered  in  competition  with 
the  national  banks  and  consequently  could  be  favored  by 
the  State  while  trust  companies  could  not. 


The  Exemption  of  Othek  Institutions. 

In  addition  to  the  commercial  banks  and  the  mutual 
savings  banks,  there  are  the  co-operative  banks,  the 
state  savings  and  loan  associations,  and  the  federal  savings 
and  loan  associations.  Perhaps  one  of  the  most  obvious 
features  of  the  present  system  of  bank  taxes  in  the  Com- 
monwealth is  the  exemption  of  these  institutions  from 
any  type  of  excise  or  franchise  tax  on  their  privilege  of 
doing  business,  an  exemption  which  is  in  contrast  to  the 
excise  on  other  types  of  banks  and  especially  that  on 
savings  banks. 

The  reasons  for  the  exemption  of  these  institutions 
from  the  payment  of  any  tax  have  been  discussed.  First, 
they  were  established  to  allow  persons  of  small  means  to 
earn  a  dividend  on  their  savings  and  to  provide  a  way  by 
which  a  person  desiring  to  build,  buy  or  repair  his  own 
home  might  obtain  the  necessary  funds  through  long- 
term  real  estate  loans;  and  second,  they  are  required 
by  law  to  invest  most  of  their  assets  in  mortgages  on 
property  which  is  already  subject  to  tax. 

The  first  of  these  reasons  has  already  been  discussed 
in  relation  to  the  tax  on  the  savings  banks.  As  in  the 
case  of  the  savings  banks,  it  was  felt  by  many  that  even 
a  nominal  tax  on  co-operative  banks  and  savings  and 
loan  associations  would  be  equivalent  to  a  tax  on  personal 
thrift.    While  this  idea  is  certainly  one  to  be  considered, 
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it  should  be  noted  that  these  banks  have  been  exempt 
since  their  organization,  whereas  there  has  been  a  tax  on 
savings  banks  for  almost  a  century. 

Under  the  present  savings  bank  tax  law  (which  would 
presumably  be  the  one  applied  to  these  banks  if  the 
exemption  were  to  be  removed),  however,  there  is  a  much 
more  valid  reason  for  exemptiag  these  banks,  and  that  is 
that  since  such  a  large  percentage  of  their  assets  are 
required  to  be  invested  in  mortgages  on  real  estate  taxable 
in  the  Commonwealth,  which  would  be  deductible  from 
the  base  of  the  tax,  the  yield  of  such  a  tax  on  these  banks 
would  not  be  sufficient  to  justify  the  trouble  of  collecting 
it  either  to  the  taxpayer  or  to  the  State.  But  if  any 
change  were  made  in  the  amount  or  type  of  deductions 
allowed  under  the  savings  bank  tax,  such  might  not  be  the 
case. 

Chapter  III. 
THE  TAXATION  OF  COMMERCIAL  BANKS. 

Under  the  present  law,  every  national  bank,  trust 
company  and  banking  company  doing  business  in  the 
Commonwealth  must  pay  annually  on  either  a  calendar 
or  fiscal  year  basis  an  excise  tax  measured  by  its  net 
income  at  the  same  rate  as  that  assessed  on  "other 
financial  corporations,"  but  at  a  rate  no  higher  than  the 
highest  of  the  rates  assessed  on  other  types  of  corpo- 
rations. There  is,  however,  a  provision  for  a  maximum 
rate  of  6  per  cent,  which  has  been  temporarily  increased 
to  8  per  cent. 

Analysis  of  the  Present  Tax. 

The  major  considerations  in  any  analysis  of  the  present 
tax  on  commercial  banks  are  essentially  those  outlined 
above :  (1)  the  definition  of  net  income  or  what  constitutes 
the  base  of  the  tax;  (2)  the  meaning  of  the  phrase  "other 
financial  corporations";  (3)  the  manner  in  which  the 
rate  is  computed;  and  (4)  the  reason  for  the  imposition 
of  a  maximum  rate. 
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Definition  of  Net  Income. 

The  base  for  the  commercial  bank  tax  is  the  same  as 
that  provided  for  the  income  portion  of  the  regular 
corporation  excise  tax.  ''Net  income"  as  defined  in  the 
statute  includes:  "gross  income  from  all  sources,  without 
exclusion,  for  the  taxable  year,  less  the  deductions,  other 
than  losses  sustained  by  the  banks  in  other  fiscal  or 
calendar  years  and  other  than  dividends,  allowable  by 
the  federal  revenue  act  applicable  for  said  taxable  year."  ^ 

The  base  of  the  tax,  in  other  words,  includes  all  income 
from  whatever  source  it  might  be  derived,  with  the  provi- 
sion that  the  same  deductions  will  be  allowed  as  are 
allowable  by  the  federal  revenue  act  except  that  the  deduc- 
tions granted  by  the  federal  revenue  act  for  losses  of 
prior  years  and  for  non-taxable  dividends  are  not  to  be 
allowed  by  the  Commonwealth. 

To  the  extent  that  the  definition  of  net  income  is  the 
same,  this  tax  is  similar  to  the  excise  on  other  corporations. 
It  should  be  pointed  out,  however,  that  the  similarity 
stops  there.  There  is  no  tax  on  any  other  basis  as  there 
is  in  the  corporate  excess  portion  of  the  regular  excise 
tax;  there  is  no  basic  minimum  as  there  is  in  the  regular 
excise;  and  there  is  no  allocation  of  the  income  of  banks 
to  the  Commonwealth  as  there  is  in  the  allocation  of  the 
income  of  other  corporations. 

The  Commission  stated  in  Part  V  of  its  Report  ^  that 
in  its  opinion  it  is  desirable  to  continue  the  present  relation 
between  the  definition  of  "net  income"  for  the  federal 
tax  and  that  for  the  state  corporation  excise  tax.  The 
reasons  given  were:  (1)  that,  with  the  exceptions  stated 
in  the  definition,  the  federal  tax  base  was  a  proper  one 
for  the  state  tax;  and  (2)  that  there  were  advantages  in 
using  the  federal  definition  both  to  the  taxpayers  and  to 
the  tax  administrators.  The  same  reasons  would  apply 
for  retaining  the  provision  with  regard  to  the  definition 
of  net  income  for  commercial  banks,  and  the  additional 

1  General  Laws,  chapter  63,  section  1. 

*  Report  of  the  Special  Commission  on  Taxation,  Part  V.    The  Taxation  of  Business  and 
Manufacturing  Corporations  (House,  No.  2114,  February,  1952). 
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purpose  will  be  served  of  retaining  the  present  similarity 
of  tax  treatment  between  banks  and  other  corporations. 

"Other  Financial  Corporations." 

The  statute  says  that  the  tax  shall  be  at  the  rate 
assessed  on  ''other  financial  corporations,"  provided 
that  it  does  not  exceed  the  maximum  of  8  per  cent. 
The  meaning  of  the  phrase,  therefore,  becomes  important. 
If  it  means  savings  banks,  insurance  companies,  savings 
and  loan  associations,  security  companies,  credit  unions, 
and  every  other  conceivable  kind  of  financial  corporation, 
the  determination  of  the  tax  rate  would  be  difficult 
indeed.  It  does  not,  however,  mean  all  such  financial 
corporations  —  in  the  opinion  of  the  Attorney  General 
at  the  time  the  statute  was  enacted. 

The  phrase  itself  was  lifted  from  the  federal  law  dealing 
with  the  state  taxation  of  national  banks.  This  law  says 
that  the  States  may  levy  an  excise  tax  ''measured  by  net 
income  at  a  rate  no  higher  than  that  imposed  upon  other 
financial  corporations.  .  .  ."  Thus,  the  meaning  of  the 
term  as  used  in  the  state  law  in  effect  becomes  the  meaning 
of  the  term  as  used  in  the  federal  law.  It  is  generally 
held  that  as  far  as  the  federal  law  is  concerned  the  phrase 
means  only  those  financial  corporations  which  actually 
come  into  competition  with  the  national  banks.  Savings 
banks,  co-operative  banks,  savings  and  loan  associations, 
and  security  companies  have  been  assumed  to  fall  outside 
this  category. 

The  phrase,  therefore,  as  used  in  this  State  would  apply 
to  the  state-chartered  trust  companies,  the  banking 
companies,  and  the  personal  loan  or  finance  companies. 
Since  trust  companies  and  banking  companies  are  taxed 
in  the  same  manner  as  are  national  banks,  the  phrase 
then  comes  to  include  only  the  personal  loan  or  finance 
companies  which  pay  the  regular  corporation  excise  tax. 

Computation  of  the  Rate. 

According  to  the  law,  the  rate  of  the  tax  on  national 
banks  and  trust  companies  is  tied  to  the  taxes  paid  by 
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other  types  of  corporations.  It  is  to  be  the  same  rate  as 
that  on  other  financial  corporations,  and  it  can  be  the 
same  as  but  no  higher  than  the  highest  rate  imposed  on 
domestic  or  foreign  business  or  manufacturing  corpo- 
rations. To  all  of  this  is  applied  the  present  maximum 
limit  of  8  per  cent. 

To  arrive  at  the  rate,  then,  the  State  Tax  Commission 
determines  the  total  taxable  income  for  each  of  six  classi- 
fications of  corporations :  domestic  financial  corporations ; 
foreign  financial  corporations;,  domestic  manufacturing 
corporations;  foreign  manufacturing  corporations; 
domestic  business  corporations;  and  foreign  business 
corporations.  The  Commission  then  determines  the 
total  excise  tax  paid  by  the  corporations  in  each  classi- 
fication, including  that  on  the  income  basis,  corporate 
excess  basis,  or  under  other  provisions  of  the  corporation 
excise  tax  laws.  From  this  is  computed  the  percentage 
that  the  total  taxes  are  of  the  total  taxable  income. 
Thus,  six  percentage  figures  are  obtained.  The  bank 
tax  rate  shall  be  equal  to  the  highest  percentage  for 
financial  corporations,  unless  this  percentage  exceeds 
the  maximum  allowed  —  which  it  has  for  many  years. 
It  can  also  be  as  high  as  the  highest  of  the  other  four 
percentage  figures,  again  provided  that  it  must  fall  below 
the  maximum. 

Table  III  gives  these  figures  —  total  taxable  income, 
total  taxes  and  percentages  —  for  the  six  classifications 
of  corporations  for  the  past  ten  years.  It  will  be  noticed 
that  from  1950  to  1953  the  bank  tax  rate  was  set  at  the 
maximum  allowable  of  8  per  cent  because  the  percentage 
for  other  financial  corporations  and  the  highest  of  the 
other  percentages  exceeded  that  maximum  figure.  From 
1947  to  1949  the  bank  tax  rate  was  set  at  the  maximum 
allowable  for  those  years,  which  was  6  per  cent  —  for  the 
same  reasons.  But  for  the  years  1944-1947,  even  though 
the  percentages  for  other  financial  corporations  exceeded 
the  maximum,  the  highest  percentage  among  the  other 
corporations  did  not;  therefore,  the  bank  tax  rate  was 
set  at  the  highest  percentage  in  the  other  four  classi- 
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fications.  For  example,  in  1945,  the  highest  percentage 
was  in  the  foreign  business  classification,  and  the  bank 
tax  rate  for  that  year  was  set  at  that  percentage,  — 
4.567  per  cent.  In  1946,  on  the  other  hand,  the  highest 
percentage  was  to  be  found  for  domestic  business  corpo- 
rations and  the  bank  tax  rate  was  set  at  that  percentage, 
5.138  per  cent. 

Table  III.  —  Tax  Data  of  Domestic  and  Foreign  Financial,  Business 
and  Manufacturing  Corporations  used  to  compute  Bank  Tax  Rate, 
Calendar  Years,  19U-1953.' 

[Amounts  in  thousands  of  dollar.] 


Financial 

Mandpacturing 

Business 

Corporations. 

Corporations, 

Corporations. 

Bank 
Tax 
Rate. 

Domes- 
tic. 

Foreign. 

Domes- 
tic. 

Foreign. 

Domes- 
tic. 

Foreign. 

1953. 

Income  taxable 
Taxes  paid 
Per  cent 

$843 

111 

13.153 

$1,674 

155 

9.238 

$178,802 
16,783 
9.386 

$74,240 
6,821 
9.188 

$87,884 

9,464 

10.768 

$34,779 
3,275 
9.416 

8.000 

1952. 

Income  taxable 
Taxes  paid 
Per  cent 

$1,272 

177 

13.878 

$577 

55 

9.483 

$160,026 
15,477 
9.672 

$91,480 
8,861 
9.686 

$87,274 

9,194 

10.534 

$51,357 
4,921 
9.583 

8.000 

1951. 

Income  taxable 
Taxes  paid 
Per  cent 

$1,308 

197 

15.053 

$1,199 

117 

9.789 

$172,953 
18,542 
10.721 

$133,713 
13,261 
9.917 

$127,445 
14,099 
11.063 

$51,665 

5,347 

10.349 

8.000 

1950. 

Income  taxable 
Taxes  paid 
Per  cent 

$1,361 

171 

12.536 

$1,057 

94 

8.888 

$279,551 
23,904 
11.540 

$95,722 
8,121 
8.484 

$158,638 
14,865 
9.370 

$24,940 
2,085 
8.360 

8.000 

1949. 

Income  taxable 
Taxes  paid 
Per  cent 

$881 

116 

13.202 

$552 

55 

9.976 

$215,900 
17,712 
8.204 

$76,629 
6,395 
8.345 

$133,807 
11,512 
8.604 

$33,249 
2,614 
7.862 

6.000 

1948. 

Income  taxable 
Taxes  paid 
Per  cent 

$947 

116 

12.281 

$117 

9 

7.738 

$337,731 
22,057 
6.531 

$76,244 
5,941 
7.792 

$210,545 
14,077 
6.686 

$51,043 
3,458 
6.775 

6.000 

1947. 

Income  taxable 
Taxes  paid 
Per  cent 

$752 

107 

14.284 

$478 

47 

9.743 

$270,935 
27,105 
10.004 

$118,252 
9,055 

7.657 

$134,782 
10,986 
8.151 

$36,764 
3,019 
8.212 

6.000 

1946. 

Income  taxable 
Taxes  paid 
Per  cent 

$897 

82 

9.188 

$395 

35 

8.808 

$334,813 
14,226 
4.249 

$148,594 
6,640 
4.468 

$125,920 
6,470 
5.138 

$41,793 
2,104 
5.035 

5.138 

1945. 

Income  taxable 
Taxes  paid 
Per  cent 

$921 

87 

9.456 

$410 

27 

6.513 

$381,926 
13,361 
3.498 

$160,255 
6,107 
3.811 

$143,422 
6,267 
4.369 

$40,406 
1,845 
4.567 

4.567 

1944. 

Income  taxable 
Taxes  paid 
Per  cent 

$1,287 

116 

9.025 

$619 

37 

6.003 

$327,007 
14,231 
4.352 

$120,600 
5,578 
4.625 

$104,337 
5,847 
5.604 

$36,173 
1,929 
5.331 

5.604 

Source:   Department  of  Corporations  and  Taxation. 
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The  Maximum  Rate. 

There  are,  in  effect,  two  maximums  applied  to  the 
rate  of  the  bank  tax.  One  is  that  the  rate  shall  be  no 
higher  than  the  highest  of  the  rates  assessed  on  other 
business  and  manufacturing  corporations.  The  other 
is  the  6  per  cent  rate,  now  temporarily  raised  to  8  per 
cent.  The  first  maximum  derives  from  the  federal  restric- 
tion on  the  taxation  of  national  banks  and  is  one  over 
which  the  State  has  no  control  as  long  as  it  chooses  to 
use  the  present  system  of  taxing  national  banks.  The 
second,  however,  is  arbitrarily  imposed  by  the  State  and 
may  be  increased,  reduced  or  repealed  as  the  General 
Court  sees  fit.  As  a  matter  of  fact,  the  present  tem- 
porary increase  from  6  to  8  per  cent  is  due  to  expire  in 
1955. 

It  is  said  that  this  rate  is  arbitrarily  imposed  because 
the  actual  figure  of  an  even  6  or  8  per  cent  has  no  relation 
to  any  factor  of  the  tax.  The  permanent  maximum  of 
6  per  cent  was  first  imposed  in  1933  when  the  tax  law 
was  changed  to  allow  the  inclusion  in  ''net  income"  of 
interest  from  tax-exempt  securities.  At  that  time  it  was 
lower  than  the  rate  would  have  been  without  the  appli- 
cation of  a  maximum.  The  same  is  true  for  eighteen  of  the 
twenty-one  years  the  provision  has  been  in  effect.  The 
temporary  addition  of  2  per  cent  to  the  maximum  rate 
was  made  in  1949  at  the  same  time  taxes  were  increased 
upon  other  corporations. 

It  is  argued  that  a  maximum  should  be  applied  because 
under  the  present  method  the  bank  tax  rate  is  deter- 
mined not  only  by  the  amount  of  taxes  paid  by  other  cor- 
porations on  their  net  income,  but  also  the  taxes  imder 
other  provisions  of  the  corporate  tax  law  as  well  —  cor- 
porate excess  and  the  gross  receipts  and  capital  stock 
minimums.  This  method  is  considered  to  be  inequitable, 
since  it  taxes  the  banks  according  to  the  income,  capital 
values  and  property  of  other  corporations.  Also,  it  is 
argued  that  a  maximum  should  be  applied  because  so 
much  more  of  the  net  income  of  banks  comes  from  securi- 
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ties  which  would  be  tax-exempt  in  the  hands  of  individuals 
than  is  true  of  other  corporations. 

The  counter  argument  is  that  since  banks  are  com- 
mercial enterprises  they  should  bear  the  same  burden 
as  any  other  corporation,  and,  since  the  federal  law 
prohibits  the  taxation  of  national  banks  in  the  same 
manner,  the  present  method  without  any  other  maximum 
is  a  workable  substitute. 

The  Taxation  of  Commercial  Banks  in  Other  States. 

The  States  are  limited  to  four  ways  by  which  they  can 
tax  national  banks:  (1)  a  tax  on  the  shares  of  the  bank; 
(2)  a  tax  directly  on  the  net  income  of  the  bank;  (3)  an 
excise  tax  measured  by  the  net  income  of  the  bank;  and 
(4)  a  tax  on  the  dividends  from  national  bank  shares  — 
which  may  be  combined  with  either  type  of  income  tax 
but  not  with  the  shares  tax.  The  shares  tax  may  be  of 
two  types:  (1)  a  tax  on  national  bank  shares  at  the 
general  property  tax  rate;  and  (2)  a  tax  on  such  shares 
at  a  low,  fixed  rate.  Either  of  these  two  types  may  be 
collected  at  the  source,  the  bank,  or  from  the  individual 
shareholders.  For  practical  purposes,  the  States  are 
limited  in  the  same  way  in  their  taxation  of  state-chartered 
commercial  banks,  since  they  cannot  discriminate  against 
national  banks  and  presumably  would  not  against  their 
own  institutions. 

Table  IV  shoM'-s  the  type  of  tax  used  in  each  of  the 
States,  except  Washington  which  has  no  bank  tax.  It 
can  be  seen  that  28  States  tax  the  shares  of  national  banks 
—  14  at  the  general  property  tax  rate,  and  14  at  a  low, 
fixed  rate.  Three  States  use  a  tax  on  net  income,  while 
16  (of  which  Massachusetts  is  one)  levy  an  excise  meas- 
ured by  net  income. 

All  of  the  States  which  tax  national  banks  also  tax 
state  banks,  trust  companies,  and  banking  associations 
in  the  manner  shown  in  Table  IV.  There  are  certain 
supplementary  taxes  in  some  States  to  which  state- 
chartered  institutions  are  subject  and  to  which  national 
banks  are  not.    Table  V  shows  these  taxes  for  the  various 
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States.  As  pointed  out  in  a  footnote  on  that  table,  there 
are  12  States  which  tax  the  tangible  personal  property 
of  the  state  banks  at  the  general  property  tax  rate,  while 
national  banks  cannot  be  so  taxed. 

Shares  Tax. 

A  tax  on  the  value  of  bank  shares  was  at  one  time  the 
only  type  of  tax  which  States  could  use  to  tax  national 
banks.  Consequently,  both  national  banks  and  state- 
chartered  banks  and  trust  companies  were  taxed  in  this 
manner.  Originally,  the  shares  were  taxed  at  the  regular 
general  property  tax  rate;  but  as  many  States  turned 
to  a  special  tax  rate  on  intangible  property,  bank  shares 
were  included  in  this  category.     Today,  28  States  still 


Table  IV.  —  Methods  by  which  Forty-seven  States  tax  National  Banks 
and  State  Banks  and  Trust  Companies. 


Excise  Tax 

Excise  Tax 

on 
Net  Income. 

Shabes  Taxes. 

Measured  by 
Net  Income. 

Regular 

Rates. 

Low  or  Fixed 

Rates. 

Alabama 

South  Carolina 

Arkansas 

Delaware 

Arizona 

Vermont 

Georgia 

Florida 

California 

Wisconsin 

Illinois 

Indiana 

Colorado 

Louisiana 

Iowa 

Connecticut 

Maryland 

Kansas 

Idaho 

Mississippi 

Kentucky 

Massachusetts 

Montana 

Maine 

Minnesota 

Nevada 

Michigan 

Missouri 

New  Mexico 

Nebraska 

New  York 

North  Carohna 

New  Hampshire 

North  Dakota 

Tennessee 

New  Jersey 

Oklahoma 

Texas 

Ohio 

Oregon 

West  Virginia 

Pennsylvania 

Rhode  Island 

Wyoming 

Virginia 

South  Dakota 

Utah 

16  States 

3  States 

14  States 

14  States 

Source:   Tax  Systems,  Thirteenth  Edition,  Commerce  Clearing  House. 
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use  a  shares  tax  —  half  of  them  as  an  mtegral  part  of  the 
general  property  tax,  and  half  of  them  at  a  special,  lower 
and  generally  fixed  rate.  The  States  which  abandoned 
the  shares  tax  (for  example,  Massachusetts)  usually  did 
so  in  the  process  of  adopting  personal  net  income  taxes 
to  replace  the  property  tax  on  intangibles  and  corpo- 
ration net  income  taxes  to  replace  capital-stock  and  other 
types  of  excise  and  franchise  taxes  on  corporations.  This 
newer  type  of  tax  was  applied  to  banks,  of  course,  only 
after  Congress  had  amended  the  federal  law  to  permit 
such  action  by  the  State. 


Table  V.  —  Supplementary  Taxes  on  State  Banks  and  Trust 
Companies.  ^ 


State. 

Type  of  Tax. 

Alabama          .... 

Annual  corporation  franchise  tax  of  S2  per  (1,000  of  issued 

capital  stock.    Annual  corporation  permit  fee,  graduated 

from  $10  for  $25,000  or  leas  of  paid  capital  stock  to  $100  for 

$100,000  or  over. 

Arizona 

Annual  registration  fee  of  $15.    Annual  filing  fee  of  $5. 

Arkansas          .... 

Annual  corporation  franchise  tax  of  .11%  on  subscribed 

capital  stock  employed  in  the  State. 

Colorado          .... 

Annual  corporation  license  tax  of  $10  for  first  $100,000  of 

authorized  capital  stock  plus  lOjS  per  $1,000  in  excess  of 

$100,000. 

Idaho       

Annual  corporation  license  tax  graduated  from  $10  for  $5,000 

or  less  of  authorized  capital  stock  to  $150  for  $2,000,000  or 

more. 

Indiana 

Gross  income  tax  of  l}i%  on  income  in  excess  of  $1,000. 

This  tax  may  be  credited  against  the  amount  of  deposit 

taxes  assumed  by  the  bank. 

Maine      ..... 

Savings  bank,  institution  for  savings  and  trust  companies 

annual  rate  of  7ji  per  $1,000  of  average  deposits  for  each 

six-month  period. 

Maryland         .... 

Safe  deposit  and  trust  companies,  2K%  of  gross  receipts  of 

safe  deposit  and  trust  business. 

Michigan          .... 

Annual  franchise  tax  of  3K  mills  per  $1  of  paid-up  capital 

and  surplus;  minimum,  $10. 

Source:    Tax  Systems,  Thirteenth  Edition,  Commerce  Clearing  House. 
'  In  addition  to  the  taxes  listed,  taxes  at  the  rates  for  general  property  are  imposed  on 
tangible  property  of  state  banks  in  Connecticut,  Florida,  Idaho.  Louisiana,  Michigan,  Mon- 
tana, Nebraska,  North  Carolina,  Rhode  Island,  South  Dakota,  Vermont  and  Washington. 
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Table  V.  —  Supplementary  Taxes  on  State  Banks  and  Trust 
Companies  —  Concluded. 


State. 

Type  of  Tax. 

Missouri 

Annual  corporation  franchise  tax  of  1/20  of  1%  of  par  value 

of  outstanding  shares  and  surplxis. 

New  Mexico    .... 

Annual  municipal  license  taxes  up  to  $1  per  $1,000  of  gross 

annual  volume  of  business. 

Ohio 

Annual  corporation  franchise  tax  of  1/10  of  1%  of  value 

of  outstanding  capital  stock  apportioned  to  State. 

Oregon 

Annual  corporation  license  tax  graduated  from  $10  on  au- 

thorized capital  stock  of  $5,000  or  less  to  $200  on  $1,000,000 

or  more. 

Tennessee        .... 

f 
Annual  corporation  franchise  tax  of  15)i  per  $100  of  out- 

standing capital  stock,  surplus  and  undivided  profits  less 

stock  held  in  other  corporations  similarly  taxed. 

Texas 

Annual  corporation  franchise  tax  of  $1.25  per  $1,000  of  out- 

standing capital  stock,  surplus  and  undivided  profits  plus 

the  amount  of  outstanding  bonds,  notes  and  debentures 

allocated  to  Texas. 

Virginia           .... 

Annual  corporation  registration  fee  graduated  from  $5  for  a 

capitalization  of  $15,000  or  less  to  $25  for  $300,000  or  more. 

Washington     .... 

Annual  corporation  license  tax  graduated  from  $16  for 

$50,000  or  less  of  authorized  capital  stock  to  a  maximum  of 

$1,250. 

West  Virginia  .... 

Annual  corporation  license  tax  graduated  from  $20  for  $5,000 

or  less  of  authorized  capital  stock  to  $2,500  for  $15,000,000 

or  more. 

Wisconsin         .... 

Tangible  personal  property  other  than  furniture,  fixtures 

and  equipment  used  in  banking  business  is  subject  to 

general  property  tax. 

Privilege  dividend  tax  of  3%  of  dividends  declared  and  paid. 

Expired  December  31, 1951. 

Wyoming         .... 

Annual  corporation  license  tax  based  on  property  and  assets 

in  the  State,  graduated  from  $5  for  $50,000  or  less  to  $50 

for  $500,000  to  $1,000,000  plus  $50  for  each  additional 

$1,000,000. 

Table  VI  shows  the  tax  rates  in  the  14  States  which 
have  a  tax  on  bank  shares  at  a  low,  fixed  rate.  It  will  be 
noted  that  the  rates  of  the  taxes  vary  greatly,  and  it 
should  be  remembered  that  the  method  of  determining 
the  actual,  true  or  fair  cash  value  of  the  shares  will  differ 
from  State  to  State.    Also,  since  these  taxes  are  usually 
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reported  as  part  of  the  general  property  tax,  and  the 
yields  of  the  shares  taxes  are  not  segregated,  a  com- 
paiison  of  yields  is  not  possible. 

For  those  States  which  have  a  shares  tax  at  the  regular 
general  property  tax  rate,  the  rate  is  determined  annually 
according  to  state  and  local  revenue  requirements. 

Table  VI,  —  Tax  Rates  in  the  Fourteen  States  which  have  a  Tax  on 
Bank  Shares  at  a  Low,  Fixed  Rate. 


State. 

Rate. 

Delaware          .... 

1/5  of  1%  of  the  value  of  the  shares,  determined  by  adding 
together  the  amount  of  the  capital,  surplus,  undivided 
profits  and  reserves. 

Florida 

1  mill  per  $1  of  true  cash  value  of  shares. 

Indiana 

25  cents  per  $100  value  of  capital,  surplus  and  undivided 
profits,  lass  assessed  value  of  the  real  estate. 

Iowa 

5  mills  per  $1  of  actual  value. 

E[ansas 

5  mills  per  $1  of  true  and  fair  cash  value. 

Kentucky        .... 

State,  50  cents  per  $100;  county,  maximimi,  20  cents  per 
$100;  city,  maximum,  20  cents  per  $100;  school  district, 
maximum,  40  cents  per  $100.  Base  is  the  outstanding 
shares  of  stock  less  assessed  value  of  tangible  property  in 
Kentucky. 

Maine 

15  mills  per  $1  of  value  of  shares. 

Michigan          .... 

3%  of  income  from  shares,  but  not  less  than  1/10  of  1% 
of  value. 

Nebraska         .... 

8  mills  per  $1  of  actual  value. 

New  Hampshire 

1%  of  the  par  value  of  capital  stock. 

New  Jersey      .... 

K  of  1%  of  the  assessed  true  value  of  common  capital  stock. 

Ohio 

2  mills  per  $1  of  book  value. 

Pennsylvania  .... 

4  mills  per  $1  of  actual  value  of  shares  ascertained  by  add- 
ing together  paid-in  capital  stock,  surplus  and  undivided 
profits. 

Virginia           .... 

$1  per  $100  of  value  determined  by  adding  capital,  surplus 
and,  undivided  profits,  less  assessed  value  of  real  estate 
owned  either  by  bank  or  by  its  subsidiary. 

Source:    Tax  Systems,  Thirteenth  Edition,  Commerce  Clearing  House. 
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Net  Income  Taxes. 

There  are  two  types  of  ''net  income"  bank  taxes. 
One  is  the  excise  tax  directly  on  the  net  income  of  the 
banking  institution.  The  other  is  the  excise  tax  which  is 
measured  by  or  according  to  the  amount  of  net  income. 
The  second  type  was  designed  for  two  specific  reasons. 
First,  if  a  tax  is  imposed  directly  on  the  net  income  of  a 
bank,  the  rate  must  be  no  higher  than  the  rate  of  a  tax 
on  net  income  paid  by  other  corporations.  Second,  a  tax 
directly  on  net  income  cannot  reach  income  from  non- 
taxable sources  (for  example.  United  States  government 
securities).  On  the  other  hand,  a  bank  excise  tax  "meas- 
ured by  or  according  to"  net  income  may  have  a  higher 
rate  than  a  general  corporation  tax  directly  on  net  income 
—  so  long  as  the  rate  is  no  higher  than  the  highest  per- 
centage of  net  income  paid  out  by  the  business  or  manu- 
facturing corporations  in  all  state  taxes  of  whatever  kind. 
Also,  a  bank  excise  measured  by  instead  of  directly  on  the 
net  income  can  have  in  its  base  income  from  whatever 
source  derived  and  can  therefore  reach  the  income  from 
non-taxable  securities  —  a  source  which  contributes  a 
major  share  of  the  income  of  many  banking  institutions. 
In  a  comparison  of  the  taxes  of  either  type,  however,  the 
important  considerations  are  the  rate  of  the  tax  and  the 
base  of  the  tax  (for  example,  the  definition  of  net  income) . 

Tax  Rate.  —  Table  VII  shows  the  tax  rates  in  the  three 
States  which  impose  a  tax  directly  on  the  income  of 
national  banks  and  state  banks  or  trust  companies. 
South  Carolina  and  Vermont  tax  the  net  income  at  rates 
of  43/^  per  cent  and  4  per  cent,  respectively.  Wisconsin 
applies  a  graduated  rate  from  2  per  cent  on  the  first 
$1,000  to  7  per  cent  on  all  in  excess  of  $7,000.  It  might 
also  be  noted  that  these  States  apply  the  same  rates  to 
the  net  income  of  other  types  of  corporations.  However, 
these  other  corporations  pay  taxes  on  tangible  personal 
property  as  well  as  real  estate.  In  all  three  States  the 
national  banks  do  not,  and  in  South  Carolina  and  Wis- 
consin the  state  banks  do  not. 
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Table  VII.  —  Tax  Rates  on  National  and  State  Banks  in  the  Three 
States  having  a  Tax  on  Net  Income. 


State. 

Rate. 

South  Carolina 

4J^%  on  net  income. 

Vermont           .... 

4%  on  net  income. 

Wkoonsin         .... 

2%  on  first  $1,000;    2J^%  on  second  $1,000;    3%  on  third 

$1,000;    4H%  on  fourth  $1,000;    4^%  on  fifth  $1,000; 

5^%  on  sixth  $1,000;   7%  on  seventh  $1,000;   and  7%  on 

all  in  excess  of  $7,000. 

Source:    Tax  Systems,  Thirteenth  Edition,  Commerce  Clearing  House. 

Table  VIII  shows  the  tax  rates  in  the  16  States,  in- 
cluding Massachusetts,  which  impose  an  excise  tax  on 
national  and  state  banks  which  is  measured  by  the  net 
income.  It  will  be  noted  that  there  is  a  wide  variation 
in  the  rates  imposed  —  from  3  per  cent  in  South  Dakota 
and  Utah  to  8.4  per  cent  in  Minnesota.  At  the  same 
time,  there  is  one  graduated  rate  structure  in  Idaho 
which  imposes  a  rate  of  8  per  cent  on  all  net  income  over 
$5,000;  and  there  are  two  States,  Massachusetts  and 
California,  which  have  maximum  rates  of  8  per  cent. 
In  each  of  these  States  the  rate  of  the  tax  is  computed 
annually  and  depends  on  the  taxes  paid  by  other  types 
of  corporations.  There  is  also  another  feature  in  some 
States,  and  that  is  the  imposition  of  a  minimum  tax. 
These  minimum  taxes  range  from  $10  to  $50  in  those 
States  which  have  fixed  rates,  and  there  is  a  minimum  of 
4  per  cent  of  net  income  (and  not  less  than  $25)  in  Cali- 
fornia, where  the  rate  is  annually  computed. 

Definition  of  Net  Income.  —  The  second  consideration 
in  a  comparison  of  the  net  income  bank  taxes  is  the  defi- 
nition of  the  ''net  income"  to  which  the  rate  is  applied 
or  by  which  the  excise  tax  is  measured.  As  has  been 
shown,  the  Massachusetts  law  defines  net  income  as 
gross  income  from  all  sources,  without  exclusion,  less  the 
deductions  which  are  allowed  in  the  federal  law,  except 
dividends  and  loss  carry-overs. 
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Other  States,  however,  exempt  certain  income  alto- 
gether, and  then  allow  certain  deductions  from  gross 
income  to  arrive  at  net  income.  As  shown  in  Table  IX, 
12  States  of  the  16  States  having  bank  income  taxes 
exempt  all  or  a  portion  of  the  amount  of  various  dividends 
received.  Five  States  exempt  the  interest  on  United 
States  governmental  obligations  and  4  exempt  interest 
on  their  own  obligations.  In  addition,  all  States  exempt 
amounts  received  from  life  insurance  and  all  except 
Oregon   exempt   property   acquired   by   gift,    devise   or 

Table  VIII.  —  Tax  Rates  on  National  and  State  Banks  in  the  Sixteen 
States  having  Excise  Taxes  measured  by  Net  Income. 


State. 

Rate. 

Alabama           .... 

6%  of  net  income. 

Arizona 

5%  of  net  income. 

California         .... 

4%  minimum,  but  not  less  than  $25;   8%  maximum.    Rate 

is  fixed  annually. 

Colorado          .... 

6%  of  net  income. 

Connecticut     .... 

3%  of  net  income;   minimum  of  $15. 

Idaho       

l}i%  of  first  $1,000;    3%  of  next  $1,000;   4%  of  next  $1,000; 

5%  of  next  $1,000;  6%  of  next  $1,000;  8%  of  all  over  $5,000. 

Massachusetts 

8%  maximum,  rate  fixed  annually. 

Minnesota        .... 

8.4%  of  net  income. 

Missouri 

7%  of  net  income. 

New  York        .... 

4}^%  of  net  income;   minimum  of  $10. 

North  Dakota 

4%  of  net  income;   minimum  of  $50. 

Oklahoma        .... 

4%  of  net  income. 

Oregon     

4%  of  net  income  of  national  banks,  minimum  of  $10;   4% 

of  net  income  of  state  banks  or  $2.50  per  $10,000  of  au- 

thorized capital  stock,  whichever  is  the  greater. 

South  Dakota 

3%  of  net  income;   minimum  of  $24. 

Utah 

3%  of  net  income  of  national  banks;    3%  of  net  income  of 

state  banks  or  1/20  of  1%  of  the  fair  value  of  tangible  prop- 

erty in  the  state,  whichever  is  greater.    Minimum  of  $10. 

Source:    Tax  Systems,  Thirteenth  Edition,  Commerce  Clearing  House. 
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descent.  Massachusetts  does  not  exempt  either  interest 
or  dividends,  but  does  allow  the  deduction  of  amounts 
in  the  last  two  categories  as  exemptions  under  the  federal 
law. 

With  regard  to  deductions  from  gross  income  to  arrive 
at  the  net  income  taxable,  the  Massachusetts  practice 
does  not  differ  to  such  a  marked  extent  from  that  of 
other  States.  As  shown  in  Table  X,  which  gives  the 
major  deductions  from  gross  income  allowed  in  the  16 
States,  Massachusetts  allows  every  deduction  with  the 
exceptions  of  federal  taxes  and  losses  of  prior  years.  It 
will  be  noticed  that  all  States  allow  deductions  for  ordi- 
nary business  expenses,  uninsured  losses,  depreciation, 
and  bad  debts.  Most  States  allow  deductions  for  various 
types  of  taxes,  capital  losses,  charitable  and  other  con- 
tributions, and  payments  to  employees'  pension  trusts. 

Income  Tax  Yields. 

Because  of  the  many  factors  which  influence  the  bank- 
ing business  and  because  of  the  various  tax  rates  and  tax 
bases  in  the  States,  any  comparison  of  the  yields  of  the 
income  taxes  on  banks  will  do  little  more  than  show  the 
absolute  yield  of  taxes  for  each  State.  The  larger  cities 
are  naturally  the  financial  centers  of  the  nation,  and  con- 
sequently the  States  in  which  those  cities  are  located 
(for  example,  Massachusetts,  New  York  and  California) 
receive  a  greater  amount  in  bank  taxes  than  do  other 
States.  This  is  shown  in  Table  XI  which  shows  the  yields 
for  the  years  1949-1951  in  the  nineteen  States  having 
either  a  net  income  tax  or  an  excise  tax  measured  by  net 
income. 

Other  comparisons  which  could  be  shown  are  the  tax 
yield  per  bank,  per  capita,  per  $1,000  of  income  paid  to 
individuals,  or  per  1%  of  the  tax  rate.  Each  of  these 
comparisons,  however,  only  add  further  proof  that  the 
more  densely  populated  States  with  long-established 
financial  centers  do  a  greater  banking  business  and  usually 
have  higher  rates,  and  for  these  reasons  receive  a  greater 
amount  of  revenue  from  bank  taxes. 
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Table  XI.  —  Yields  from  Taxes  on  Insured  Commercial  Banks  in 
those  States  having  a  Tax  on  Net  Income  or  an  Excise  Tax  measured 
by  Net  Income,  1949-1951. 


Tax  Yields  (Amounts  in  Thousands  of  Dollars). 

State. 

1949. 

1950. 

1951. 

Excise  tax  States: 

Alabama 

8617 

$697 

S660 

Arizona 

131 

128 

152 

CaHfornia     . 

3,707 

5,149 

5,252 

Colorado 

437 

503 

475 

Connecticut 

409 

443 

523 

Idaho    . 

14 

334 

240 

Massachiisetts 

1,887 

2,666 

2,857 

Minnesota    . 

1,262 

1,537 

1,845 

Missouri 

483 

563 

633 

New  York    . 

9,067 

10,245 

12,586 

North  Dakota 

66 

76 

85 

Oklahoma     . 

520 

590 

650 

Oregon 

868 

934 

1,029 

Rhode  Island 

175      ■ 

198 

234 

South  Dakota 

95 

133 

135 

Utah     . 

135 

171 

149 

Net  income  tax  States: 

South  Carolina     . 

238 

256 

245 

Vermont 

70 

66 

82 

Wisconsin 

89 

142 

197 

Source:  Federal  Deposit  Insurance  Corporation,  Annual  Reports,  1949-1951. 


One  further  comparison  which  can  be  made,  however, 
is  one  of  the  percentage  of  total  state  revenue  received 
from  bank  taxes  on  or  measured  by  net  income.  This 
information  for  the  years  1949-1951  is  shown  in  Table  XII. 
It  will  be  noted  that  in  1949  the  percentage  of  total  state 
tax  collections  received  from  income  taxes  on  banks  in 
Massachusetts  was  exceeded  only  by  New  York  and 
Oregon;  in  1950,  only  by  New  York,  Oregon  and  Idaho; 
and  in  1951,  only  by  New  York. 
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Table  XII.  —  Percentages  of  Total  State  Tax  Collections  received  from 
Taxes  on  Insured  Commercial  Banks  in  those  States  having  a  Tax 
on  Net  Income  or  a  Tax  measured  by  Net  Income,  1949-1951. 


Percentage  of 

Total  State  Tax  Collections. 

State. 

1949. 

1950. 

1951. 

Excise  tax  States: 

Alabama 

0.590 

0.604 

0.508 

Arizona 

0.281 

0.268 

0.228 

California     . 

0.497 

0.643 

0.551 

Colorado 

0.575 

0.579 

0.479 

Connecticut 

0.440 

0.410 

0.423 

Idaho    . 

0.047 

1.125 

0.716 

Massachusetts 

0.846 

1.029 

0.975 

Minnesota     . 

0.774 

0.823 

0.864 

Missoiiri 

0.320 

0.352 

0.353 

New  York    . 

1.223 

1.160 

1.389 

North  Dakota 

0.188 

0.213 

0.209 

Oklahoma     . 

0.362 

0.375 

0.371 

Oregon 

0.888 

0.951 

0.937 

Rhode  Island 

0.445 

0.522 

0.533 

South  Dakota 

0.314 

0.351 

0.313 

Utah     . 

0.312 

0.394 

0.299 

Net  income  tax  States: 

South  Carolina     . 

0.270 

0.286 

0.237 

Vermont 

0.384 

0.326 

0.373 

Wisconsin      . 

0.047 

0.071 

0.084 

Source:  Computed  from  figures  shown  in  Table  XI  and  total  state  tax  collections  given  in 
Tax  Systems,  Thirteenth  Edition,  Commerce  Clearing  House.  Total  collections  do  not  in- 
clude unemployment  compensation  taxes. 


Alternatives  Available  to  the  Commonwealth. 

The  variety  of  taxes  employed  by  other  States  is  indica- 
tive of  the  alternatives  available  to  the  Commonwealth 
should  any  change  in  the  method  of  taxing  commercial 
banks  be  considered.  Working  within  the  framework  of 
the  federal  restrictions  on  the  taxation  of  national  banks 
—  since  it  is  assumed  at  the  outset  that  the  state  would 
tax  all  commercial  banks  in  the  same  manner  —  there 
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are  several  alternatives.  First,  a  change  can  be  made 
back  to  the  tax  on  the  shares  of  the  banks.  Second,  a 
change  can  be  made  to  a  tax  directly  on  the  net  income 
of  the  banks.  Or,  finally,  the  present  type  of  tax  can  be 
retained  and  changes  made  in  the  present  law. 

The  Shares  Tax. 

At  the  time  when  only  the  shares  tax  could  be  imposed 
on  national  banks  under  the  federal  law,  Massachusetts 
employed  that  type  of  tax.  Even  when  all  other  in- 
tangibles including  shares  of  trust  companies  were  exempt 
from  the  general  property  tax  and  the  income  from  them 
made  subject  to  the  income  tax,  the  bank  shares  remained 
subject  to  the  shares  tax  because  the  federal  statutes  had 
not  been  amended  to  permit  other  types  of  taxation 
After  the  Congress  amended  the  law  in  1923  to  permit  a 
tax  on  net  income  or  a  tax  on  the  dividends  from  bank 
shares,  as  well  as  the  shares  tax,  the  Commonwealth 
changed  its  method  of  taxing  banks  and  enacted  the 
present  excise  tax  measured  by  net  income. 

The  shares  tax  was  not  retained  for  primarily  the 
reason  that,  since  all  other  intangibles  were  exempt 
from  such  taxation,  the  approximation  of  the  equivalent 
"rate"  as  between  the  tax  on  national  bank  shares  at  the 
local  general  property  tax  rates  and  the  tax  on  the  income 
from  ''other  moneyed  capital"  at  the  income  tax  rate 
was  extremely  difficult,  if  not  impossible. 

Obviously,  the  same  problems  would  be  encountered 
today  with  regard  to  the  determination  of  an  equal 
burden  under  the  two  forms  of  taxes.  But  a  second 
difficulty  would  also  be  encountered,  and  that  has  to  do 
with  the  present  tax  on  the  dividends  from  national  bank 
shares.  The  federal  statute  provides  that  such  a  tax 
cannot  be  used  if  a  shares  tax  is  also  employed.  Thus,  a 
change  would  also  be  required  in  the  personal  income 
tax  law  if  a  shares  tax  were  to  be  adopted. 

It  would  appear  then  to  be  a  backward  step  for  the 
Commonwealth  to  return  to  the  shares  tax.  Major 
difficulties  of  administration  would  develop;  unnecessary 
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changes  in  the  personal  income  tax  would  be  required; 
and  the  present  similarity  of  treatment  between  com- 
mercial banks  and  other  corporations  would  be  destroyed. 

The  Net  Income  Tax. 

It  has  already  been  pointed  out  that  the  present  excise 
tax  "measured  by"  the  net  income  from  the  banking 
business  instead  of  directly  ''on"  the  net  income  of  such 
business  was  not  a  valid  tax  under  the  federal  law  when 
it  was  enacted  in  1925;  but  it  became  valid  after  such  an 
alternative  was  provided  for  by  the  Congress  in  the 
following  year.  The  reasons  why  an  excise  tax  measured 
by  income  rather  than  on  income  was  chosen  have  already 
been  discussed.  Had  a  tax  been  levied  on  net  income,  it 
would  have  been  necessary  for  the  rate  to  have  been  set 
at  the  same  rate  as  the  income  portion  of  the  existing 
corporation  tax  law.  With  an  excise  measured  by  income, 
however,  the  rate  could  be  set  so  that  it  would  be  equal 
to  the  total  burden  on  other  corporations,  including  the 
corporate  excess  portion  of  the  corporation  tax.  Also,  a 
tax  measured  by  the  net  income  of  the  bank  allowed  the 
taxation  of  certain  income  which  could  not  have  been 
reached  by  a  tax  directly  on  net  income. 

These  reasons  for  choosing  the  indirect  excise  method 
over  the  direct  tax  method  appear  as  valid  today  as  when 
the  present  tax  was  first  enacted.  National  banks  and 
trust  companies  are,  after  all,  business  enterprises  with 
capital  stock  returning  dividends  to  their  shareholders 
in  the  same  manner  as  other  corporations.  There  seems 
to  be  little  reason  for  substituting  a  tax  directly  on  net 
income  which  would  automatically  make  the  tax  paid 
by  the  banks  a  relatively  smaller  ''burden"  than  that 
paid  by  other  corporations. 

Retention  of  the  Present  Tax. 

If  neither  the  shares  tax  nor  the  direct  income  tax 
would  fit  into  the  tax  structure  of  the  Commonwealth, 
the  only  other  alternative  is  the  type  of  tax  now  em- 
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ployed  —  an  excise  measured  by  the  net  income  of  the 
banks.  The  areas  for  change  in  the  present  tax  have  been 
discussed.  The  base  of  the  tax,  net  income,  could  be 
redefined.  A  change  could  be  made  in  the  method  of 
computing  the  rate  or  in  the  application  of  a  maximum 
to  the  rate. 

There  is  one  feature  of  the  present  law  which  has  not 
been  discussed,  however.  That  is  the  inclusion  of  the 
income  from  the  savings  departments  of  trust  companies 
in  the  ''net  income"  by  which  the  bank  tax  is  measured 
while  at  the  same  time  the  deposits  in  these  departments 
are  subject  to  the  savings  bank  deposit  tax.  This  feature, 
which  is  still  a  provision  of  the  tax  law,  although  at 
present  temporarily  suspended,  will  be  discussed  in 
detail  in  the  following  chapter. 


Chapter  IV. 
THE  TAXATION  OF  SAVINGS  BANKS. 

Savings  banks  in  Massachusetts  pay  an  excise  tax 
which  is  in  no  way  related  to  the  tax  on  commercial 
banks;  and,  in  addition,  are  the  only  mutual  institutions 
which  pay  any  kind  of  tax  to  the  Commonwealth,  This 
situation  has  developed  over  a  long  period  of  time  and 
has  been  due  to  many  factors.  When  savings  banks 
were  established  in  1816,  it  was  intended  that  they  should 
be  given  preferential  tax  treatment.  Therefore  no  tax 
was  imposed  upon  the  banks  as  such,  but  the  deposits 
in  the  banks  were  taxable  to  the  individual  depositors 
under  the  general  property  tax  then  levied  on  intangible 
property. 

During  the  Civil  War,  however,  an  excise  tax  was 
imposed  on  the  banks  for  their  privilege  of  doing  business. 
The  rate  of  the  tax  was  one  half  of  one  per  cent  on  the 
average  deposits  less  certain  deductions.  This  excise 
and  rate  were  roughly  equivalent  to  the  tax  then  levied 
on  the  corporate  franchises  of  other  corporations  at  the 
rate  of  one  half  of  one  per  cent  of  the  value  of  the  capital 
stock. 
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The  deductions  from  average  deposits  allowed  under 
the  savings  bank  tax  related  the  tax  closely  to  the  existing 
intangible  personal  property  tax.  In  what  was  apparently 
an  effort  to  avoid  double  taxation,  the  General  Court 
provided  that  deposits  in  savings  banks  would  be  exempt 
under  the  property  tax,  and  that  so  much  of  the  deposits 
of  the  banks  as  was  invested  in  securities  which  would 
have  been  tax-exempt  in  the  hands  of  individuals  and  in 
property  already  taxed  would  be  deductible  under  the 
savings  bank  tax.  Despite  this  obvious  connection  with 
the  property  tax,  however,  the  Supreme  Court  held  in 
1868,  in  the  case  of  Provident  Savings  Institution  v.  Massa- 
chusetts, ^  that  the  tax  was  not  a  property  tax  but  an 
excise  tax  using  deposits  as  the  measure  of  the  value  of  the 
franchise.  Had  the  tax  been  held  to  be  a  property  tax, 
it  would  have  been  violative  of  the  "proportional"  clause 
of  the  state  Constitution. 

Since  the  tax  is  an  excise  rather  than  a  property  tax 
the  State  was  not  obligated  to  continue  the  exempt  status 
of  savings  banks  deposits,  when  the  personal  income  tax 
replaced  the  tax  on  intangible  personal  property.  But 
continuing  the  policy  of  attempting  to  avoid  double 
taxation,  the  interest  from  such  deposits  was  exempted 
from  tax  under  the  new  law.  Also,  the  income  from 
shares  of  other  mutual  institutions,  which  invested  the 
greater  part  of  their  assets  in  mortgages  of  real  estate 
already  subject  to  tax,  was  also  exempted  on  the  theory 
that  it  would  be  double  taxation  to  tax  the  income  from 
a  mortgage  of  property  already  subject  to  tax. 

Thus,  savings  banks  continue  to  pay  a  tax  "on  account 
of  their  depositors"  which,  although  it  is  an  excise  tax, 
is  in  its  operation  a  replacement  for  that  portion  of  the 
tax  which  the  individual  depositors  would  have  to  pay 
on  such  investments  under  the  personal  income  tax  law. 
This  is  true  despite  the  fact  that  other  mutual  institutions, 
the  income  from  which  is  similarly  treated  under  the 
income  tax  law,  do  not  pay  such  a  tax. 

It  should  be  pointed  out  that  any  relation  between  the 

I  Provident  Savings  Institution  v.  M  ssachusetts,  6  Wall.  611,  73  U.  S.  907  (1868). 
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tax  on  savings  banks  and  the  taxes  on  other  corporations 
—  including  national  banks  and  trust  companies  — 
which  might  have  existed  in  the  past  has  since  been 
destroyed.  When  the  capital  stock  tax  on  other  corpo- 
rations was  replaced  in  1919  with  the  present  corporation 
excise  tax,  trust  companies,  as  state-chartered  corpo- 
rations, became  subject  to  the  new  law.  In  1925,  after 
the  amendment  of  section  5219  by  the  Congress,  national 
banks  and  trust  companies  were  subject  to  the  present 
bank  excise  tax  which  is  related,  as  has  been  described, 
to  the  corporation  excise  tax.  Savings  banks,  however, 
were  not  subjected  to  the  new  tax. 

The  idea  of  preferential  treatment  for  such  institutions 
had  been  firmly  implanted,  and  this  attitude  was  bolstered 
by  federal  legislation.  The  savings  banks,  at  that  time, 
were  exempt  from  taxation  under  the  federal  internal 
revenue  laws;  and,  in  addition,  were  not  considered  to 
be  in  competition  with  national  banks  under  the  federal 
legislation  permitting  the  taxation  of  such  banks.  Thus, 
the  policy,  on  the  one  hand,  of  giving  savings  banks 
special  treatment  as  against  commercial  banks,  and  on  the 
other,  of  taxing  these  banks  when  no  tax  is  imposed  on 
other  mutual  institutions,  has  persisted  to  the  present  day. 

There  are  questions  which  arise,  therefore,  and  these  in 
addition  to  others  should  be  considered  in  any  analysis 
of  the  present  tax.  Does  the  operation  of  the  present  tax 
make  it  an  equitable  substitute  for  a  tax  at  the  personal 
income  tax  rates  on  interest  distributed  to  depositors? 
Should  a  tax  be  imposed  on  savings  banks  which  is  more 
related  to  the  business  of  the  bank  itself  than  is  the 
present  tax?  Are  savings  banks  in  substantial  com- 
petition with  national  banks  and  trust  companies?  If  so, 
should  they  continue  to  be  given  preferential  tax  treat- 
ment? In  any  case,  should  savings  banks  be  treated 
differently  tax-wise  than  other  mutual  institutions? 

Operation  of  the  Present  Tax. 

The  present  tax  imposed  on  mutual  savings  banks  is 
at  the  rate  of  one  half  of  one  per  cent  of  the  average 
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amount  of  deposits  less  certain  deductible  investments. 
The  tax  is  assessed  semi-annually  in  May  and  November 
at  half  of  the  annual  rate  on  the  average  taxable  deposits 
for  the  preceding  six  months'  period. 

To  arrive  at  the  portion  of  average  deposits  which  is 
taxable,  so  much  of  them  as  are  invested  in  any  of  the 
following  may  be  deducted: 

1.  Real  estate  used  for  banking  purposes; 

2.  Loans  secured  by  mortgages  of  real  estate  taxable  in  the  Com- 
monwealth; 

3.  Real  estate  acquired  by  foreclosure,  for  a  period  of  five  years; 

4.  Bonds  or  certificates  of  indebtedness  of  the  United  States; 

5.  Bonds  or  certificates  of  indebtedness  of  the  Commonwealth  issued 
after  January  1,  1906; 

6.  Bonds,  notes  or  certificates  of  indebtedness  of  local  government 
or  certain  districts  issued  on  or  after  May  1,  1908,  stating  on  their 
face  that  they  are  exempt  from  taxation  in  Massachusetts; 

7.  Shares  of  stock  in  Massachusetts  trust  companies; 

8.  Bonds  and  certificates  of  indebtedness  of  the  Home  Owners'  Loan 
Corporation,  if  acquired  in  exchange  for  loans  secured  by  mortgages 
of  real  estate  taxable  in  Massachusetts; 

9.  Bonds  issued  by  the  New  Bedford,  Woods  Hole,  Martha's  Vine- 
yard and  Nantucket  Steamship  Authority; 

10.  Notes  and  bonds  issued  by  local  housing  authorities  under  pro- 
visions of  chapter  121  of  the  General  Laws;  and 

11.  Notes,  bonds  and  certificates  of  regional  school  districts  stating 
on  their  face  that  they  are  exempt  from  taxation  in  Massachusetts. 

Double  Taxation. 

As  has  been  stated,  these  deductions  from  the  base 
of  the  tax  were  originally  allowed  as  an  effort  to  avoid 
double  taxation;  for  example,  it  was  felt  that  a  tax  on 
the  value  of  an  investment  in  a  mortgage  of  real  estate 
which  is  taxable  in  the  Commonwealth  would  be  equiva- 
lent to  taxing  the  real  estate  twice.  Or,  again,  in  the  case 
of  real  estate  used  by  the  bank  for  banking  purposes,  a 
tax  on  the  value  of  the  real  estate  as  part  of  the  average 
deposits  would  result  in  double  taxation,  since  the  real 
estate  is  also  subject  to  the  local  property  tax. 

These  are  both  valid  examples  of  double  taxation,  if 
the  actual  value  of  the  real  estate  is  considered  in  each 
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instance.  But  such  is  not  the  case.  Under  the  operation 
of  the  present  tax,  the  provision  which  allows  the  bank 
to  deduct  from  deposits  ''so  much  as  is  invested  in"  any 
of  the  enumerated  investments  in  effect  allows  them  to 
deduct,  not  the  actual  value  of  the  investment,  but  the 
amount  originally  invested  in  the  particular  asset  held. 

An  example  of  this  procedure  might  be  constructed  in 
order  to  make  the  point  clear.  If  a  bank  has  purchased 
land  and  constructed  a  bank  upon  that  land,  it  will 
ordinarily  write  down  the  value  of  that  building  over  a 
period  of  time.  The  books  of  the  bank  might  show  the 
value  of  the  building  to  be,  say,  50  per  cent  of  its  original 
cost  after  a  period  of  years  has  passed.  Yet  for  each  and 
every  year  since  its  construction  the  bank  will  be  allowed 
to  carry  the  property  at  its  original  cost  for  tax  purposes. 
Similarly,  if  the  bank  holds  shares  in  trust  companies, 
it  will  carry  these  shares  at  the  original  cost  for  tax  pur- 
poses, even  though  it  may  have  written  down  the  value 
of  the  shares  for  its  own  bookkeeping  purposes. 

It  is  clear,  therefore,  that  a  poUcy  which  was  designed 
to  avoid  double  taxation  has  instead  permitted  the  banks 
to  set  up  an  artificial  value  which  can  offset  an  equal 
amount  of  taxable  investments.  In  other  words,  the 
avoidance  of  double  taxation  has  resulted  in  no  taxation 
in  so  far  as  investments  which  were  actually  intended  to 
be  in  the  tax  base  are  escaping  taxation  through  the 
present  deduction  method. 

It  is  also  clear  that  the  present  tax  is  not  an  adequate 
substitute  for  the  taxation  of  the  interest  from  deposits 
in  savings  banks  under  the  personal  income  tax.  If  a 
certain  amount  of  assets  which  are  intended  to  be  in 
the  tax  base  are  not  so  included,  and  the  earnings  of  these 
assets  are  not  taxed  when  such  earnings  become  interest 
payments  to  depositors,  then  a  whole  class  of  assets 
escapes  taxation  in  the  Commonwealth. 

Surplus  Accounts. 
There  is  another  point  to  be  made  in  this  connection. 
This  has  to  do  with  the  effects  of  the  guaranty  fund  and 
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profit  and  loss  account  on  the  tax  base.  The  guaranty 
fund  is  a  surplus  account  accumulated  from  the  net 
income  of  the  bank.  Before  declaration  of  the  semi- 
annual dividend  the  trustees  of  the  bank  must  set  aside 
from  the  net  income  of  the  preceding  six  months  an 
amount  not  less  than  one  eighth  nor  more  than  one 
fourth  of  one  per  cent  of  the  whole  amount  of  deposits, 
until  the  guaranty  fund  is  equal  to  seven  and  one  half 
per  cent  of  such  deposits.  No  losses  can  be  charged  to  this 
fund  except  upon  written  approval  of  the  Commissioner 
of  Banks  when  such  fund  amounts  to  less  than  seven 
and  one  half  per  cent.  Similarly,  an  almost  equal  amount 
is  set  apart  in  the  profit  and  loss  account. 

The  effect  of  this  diversion  is  twofold.  In  the  first 
place,  an  addition  to  these  funds  reduces  the  interest 
which  would  be  credited  to  depositors,  thereby  lowering 
the  amount  which  would  have  been  added  to  average 
deposits.  Therefore  the  average  deposits  are  less  than 
they  would  have  been  in  the  absence  of  this  transfer  and , 
the  tax  yield  is  less.  In  1952,  for  example,  a  total  of 
$10.7  million  was  added  by  all  banks  to  their  guaranty 
funds  and  $19.3  million  to  profit  and  loss  accounts. 

In  addition  to  this,  a  second  effect  may  be  noted,  and 
it  could  be  considered  the  more  important  of  the  two. 
There  is  a  further  reduction  in  the  deposits  taxable 
because  of  the  fact  that  the  assets  represented  by  the 
guaranty  funds  and  profit  and  loss  accounts  can  be  in- 
vested in  deductible  investments.  Since  the  amount  in 
these  funds  is  not  considered  a  part  of  the  average  deposits, 
it  is  obvious  that  a  deduction  from  deposits  takes  place 
without  a  corresponding  addition  to  deposits  having 
been  made.  If  the  guaranty  fund  and  the  profit  and  loss 
account  were  to  be  carried  for  tax  purposes  as  part  of 
deposits,  the  amount  of  deposits  would  be  increased; 
and,  even  if  all  the  assets  of  the  two  funds  were  invested  in 
deductible  investments,  the  addition  to  average  deposits 
would  be  exactly  offset  by  the  deductions.  In  such  an 
instance,  while  the  tax  base  would  not  be  increased,  it 
would  at  least  not  be  reduced.    Under  the  present  pro- 
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cedure,  of  course,  the  tax  base  is  reduced  because  the 
assets  in  the  funds  which  are  invested  in  deductible 
investments  serve  to  cancel  out  part  of  the  average 
deposits  to  which  they  have  not  contributed. 

It  should  be  remembered,  also,  that  when  the  assets 
of  the  reserve  funds  are  invested  in  deductible  items, 
they  are  carried  on  the  books  for  tax  purposes  at  the 
original  cost.  Thus  a  further  disparity  is  created  between 
the  tax  paid  by  the  bank  and  the  tax  which  would  be 
paid  by  the  individual  holding  such  assets.  Not  only 
are  a  part  of  what  would  otherwise  be  taxable  deposits 
offset  by  the  deductible  investments  of  these  funds,  but 
the  amount  so  offset  is  increased  by  means  of  the  artificial 
value  placed  on  such  investments.  The  importance  of 
this  is  emphasized  by  the  fact  that  in  1952  an  amount 
equal  to  12.2  per  cent  of  the  deposits  of  all  banks  was  in 
either  guaranty  funds  or  profit  and  loss  accounts. 


Effect  on  the  Tax  Rate. 

It  is  possible  under  the  present  deduction  method, 
therefore,  for  a  bank  to  report  an  amount  of  exempt 
deposits  greater  than  the  total  average  deposits.  In 
such  a  case,  there  would  be  no  taxable  deposits  and 
consequently  no  tax  paid.  This  was  true  for  seventy- 
seven  banks  in  1952. 

The  effect  of  this  procedure  on  the  average  deposits, 
exempt  and  taxable  deposits,  and  taxes  assessed  for  the 
years  1933-1952  can  be  seen  in  Table  XIII.  It  will  be 
seen  that  since  1935  exempt  deposits  and  taxable  deposits 
have  totaled  more  than  average  deposits;  and  from  1946 
to  1950,  exempt  deposits  alone  were  more  than  average 
deposits.  This  is  possible  because  the  figures  are  on  a 
total  basis  and  some  banks  have  no  taxable  deposits. 
The  effect  has  been,  therefore,  to  reduce  the  savings 
bank  tax  to  a  point  at  which  it  is  only  nominal  even  on 
those  banks  which  actually  pay  a  tax.  As  seen  in  the 
table,  there  was  a  steady  increase  in  the  amount  of 
average  deposits  from  $2.1  billion  in  1933  to  $3.5  billion 
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in  1952.  But  the  increase  in  deductible  investments 
caused  a  corresponding  decrease  in  the  deposits  taxable 
from  $455  milhon  in  1933  to  $60  milhon  in  1950,  with  an 
increase  to  $215  milhon  by  1952.  While  the  actual  rate 
of  the  tax  remained  constant  at  0.5  per  cent,  the  effective 
rate  —  for  example,  taxes  as  a  per  cent  of  average  deposits 
—  decreased  from  0.1  per  cent  in  1933  to  0.01  per  cent 
in  1950,  with  an  increase  to  0.02  per  cent  by  1952.  Thus 
the  present  effective  rate  is  equal  to  approximately  one 
twenty-fifth  of  the  actual  rate. 

Impact  of  the  Present  Tax. 

The  foregoing  discussion  of  the  operation  of  the  present 
tax  demonstrates  that  the  amount  of  tax  paid  by  the 
individual  banks  is  determined  entirely  by  the  amount  of 
average  deposits  remaining  after  the  deductions  have 
been  applied.  The  amount  of  tax  bears  no  relation  to 
any  other  aspect  of  the  business  of  the  bank.  Since  the 
tax  is  nominally  imposed  on  average  deposits,  it  would 
be  assumed  that  there  would  be  some  relation  between 
the  amount  of  deposits  and  the  tax  paid.  Such  is  not  the 
case,  however,  because  a  bank  with  a  small  amount  of 
deposits  might  have  a  smaller  amount  of  deductible 
investments,  while  a  bank  with  a  large  amount  of  deposits 
might  have  an  amount  deductible  which  is  even  more  than 
the  amount  of  deposits. 

This  can  be  seen  in  Table  XIV,  which  shows  the  total 
assets,  total  deposits,  taxes  paid,  and  the  effective  rates 
on  deposits  and  net  income,  for  the  ten  largest  and  ten 
smallest  banks  in  the  Commonwealth.  It  will  be  noted 
that  Bank  E,  with  over  $80  million  in  deposits,  paid  no 
tax,  while  Bank  U,  with  only  $2  milhon  in  deposits, 
paid  a  tax  of  $1,611.  Thus,  Bank  U's  tax  was  at  an 
effective  rate  of  0.08  per  cent  of  deposits,  which  is  higher 
than  the  rate  of  tax  paid  by  any  of  the  ten  largest  banks. 
The  same  is  true  for  Bank  X,  which  had  assets  of  only 
$1.4  million.  Both  of  these  small  banks  paid  taxes  at 
effective  rates  well  over  the  average  for  all  banks. 
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Amount  of  Assets  and  Taxes  Paid. 

Since  the  major  portion  of  every  bank's  assets  is  repre- 
sented by  deposits,  it  would  be  expected,  therefore,  that 
the  tax  paid  would  bear  no  more  relation  to  the  total 
assets  of  the  bank  than  to  the  deposits.  This  can  be  seen 
for  the  ten  largest  and  smallest  banks  in  Table  XIV. 
It  is  also  demonstrated  in  Table  XV,  which  classifies 
the  savings  banks  of  the  Commonwealth  by  the  amount 
of  assets,  showing  the  number  in  each  group,  the  number 
which  paid  no  tax,  and  the  amount  of  tax  paid  by  those 
which  did.  It  will  be  noted  immediately  that  77  of  the 
188  paid  no  tax  at  all,  and  these  banks  appear  in  several 
asset  groups.  Of  those  banks  which  paid  a  tax,  one 
bank  with  between  $10  million  and  $20  milUon  in  assets 
paid  a  tax  of  $20,000,  while  a  bank  with  assets  totaling 
over  $90  milhon  paid  a  tax  between  $5,000  and  $10,000. 

Table  XVI  shows  the  average  tax  paid  by  the  banks 
in  the  various  size  groups  in  1952,  including  those  banks 
which  paid  no  tax  as  well  as  those  which  did.  It  can  be 
seen  that  the  average  tax  paid  by  the  banks  with  assets 
between  $1,000,000  and  $2,000,000  is  shghtly  higher 
than  that  paid  by  banks  with  assets  totaling  over  $35,000- 
000.  Thus,  on  an  average,  the  amount  of  tax  paid  not 
only  has  no  relation  to  the  amount  of  assets,  but  is 
actually  higher  in  the  low-assets  group. 

Net  Income  and  Tax  Paid. 

Just  as  there  is  no  relationship  between  the  amount 
of  assets  or  total  deposits  and  the  tax  paid,  there  is  no 
relation  between  the  net  income  from  current  operations 
and  the  tax  paid.  Table  XVII  classifies  the  savings  banks 
according  to  the  amount  of  net  income  in  1952,  showing 
the  number  in  each  group,  the  number  which  did  not 
pay  any  tax,  and  the  amount  paid  by  those  which  did. 
There  are,  again,  seventy-seven  banks  which  paid  no  tax 
and  they  are  scattered  throughout  the  income  groups 
from  the  largest  to  the  smallest.     Of  those  which  did 
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pay  a  tax,  seventy-eight  of  them  appearing  in  all  but 
three  income  groups  paid  less  than  $5,000.  The  rest 
paid  various  amounts  unrelated  to  net  income. 

Table  XVI.  —  The  State  Tax  on  Savings  Banks  as  an  Amount  per 
$1,000  of  Assets  hy  Bank  Size  Groups,  1952. 


Size  Group  —  Assets  peb  Bank. 


Number  of 

Banks  in 

Group. 

Average  Tax 

paid  per  $1,000 

of  Assets. 

1 

- 

3 

$0.32 

24 

.16 

39 

.11 

61 

.11 

32 

.10 

28 

.29 

Under  81,000,000  .... 
Between  81,000,000  and  $2,000,000 
Between  $2,000,000  and  $5,000,000 
Between  $5,000,000  and  $10,000,000 
Between  $10,000,000  and  520,000,000 
Between  $20,000,000  and  $35,000,000 
Over  $35,000,000   .... 


Source:  Commissioner  of  Banks,  Annual  Repckt,  1952. 

A  reference  to  Table  XIV,  page  62,  which  deals  with  the 
ten  largest  and  smallest  banks,  will  also  demonstrate 
the  lack  of  relationship  between  net  income  and  tax  paid. 
Bank  E,  which  paid  no  tax,  had  an  income  of  $2.7  milhon, 
while  Bank  U,  with  only  $66  thousand  in  income,  paid  a 
tax  of  $1,611  —  an  effective  rate  of  2.4  per  cent,  which 
is  higher  than  the  rate  of  the  tax  paid  by  any  of  the  ten 
largest  banks. 


Competition  with  Commercial  Banks. 

The  similarity  which  once  existed  between  the  excise 
tax  on  savings  banks  and  that  on  commercial  banks  was 
discarded  when  the  present  tax  on  commercial  banks 
was  enacted.  The  reasons  for  this  action  have  been  stated. 
In  addition  to  the  opinion  generally  held  that  savings 
banks  should  be  given  preferential  treatment  because  of 
their  special  character,  it  was  known  that,  under  the 
federal  legislation  permitting  state  taxation  of  national 
banks,  savings  banks  were  not  considered  to  be  in  com- 
petition with  national  banks  and  trust  companies.  Also, 
the  federal  tax  policy  at  the  time  took  cognizance  of  the 
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special  character  of  the  savings  banks  and  exempted  such 
institutions  from  the  federal  income  tax.  Since  a  period 
of  almost  thirty  years  has  elapsed,  and  since  the  federal 
tax  policy  has  been  changed,  the  question  arises  as  to 
what  degree  of  competition  now  exists  between  the  two 
types  of  banks. 

It  is  evident  at  the  outset  that,  despite  their  basic 
differences  in  nature  and  organization,  commercial  banks 
and  savings  banks  perform  essentially  the  same  primary 
function.  They  are  in  the  business  of  acting  as  custodians 
of  the  money  of  others,  —  stockholders  or  depositors,  — 
and  of  investing  that  money  in  such  a  way  as  to  be  able 
to  pay  dividends  to  stockholders  or  interest  to  depositors. 
Therefore  the  two  types  of  banks  must  compete  for  the 
money  to  be  used  in  the  first  place  and  for  the  investment 
income  which  will  allow  them  to  pay  dividends  or  interest. 
This  competition  exists  despite  the  fact  that  to  some 
extent  the  banks  are  seeking  different  kinds  of  deposits, 
and  that,  again  to  some  extent,  they  are  required  to 
invest  in  different  investments. 

Liabilities  of  the  Banks. 

The  liabilities  of  the  banks  will  give  some  indication 
of  where  the  banks  obtain  the  money  which  they  use  to 
invest.  Table  XVIII  gives  this  information  for  the 
national  banks,  state  coromercial  banks  (trust  com- 
panies and  banking  companies),  and  mutual  savings 
banks  in  the  Commonwealth  in  1952.  It  will  be  noted 
that  slightly  more  than  2  per  cent  of  the  assets  of  both 
national  banks  and  state  commercial  banks  was  repre- 
sented by  capital  stock,  while  there  was  no  such  figure 
for  savings  banks.  Also,  the  savings  banks  had  surplus 
and  undivided  profits  amounting  to  11.3  per  cent  of 
total  liabilities,  while  the  figure  for  national  banks  was 
5.6  per  cent  and  for  state  commercial  banks  was  5.0  per 
cent.  This  means  that  per  cent  age- wise  more  than  twice 
as  much  was  held  in  reserve  for  various  contingencies 
by  the  savings  banks  than  by  commercial  banks,  and 
was   therefore   available   for   investment.      By   far   the 
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greatest  amounts  in  every  case,  however,  were  repre- 
sented by  deposits.  National  banks  had  deposits  equal 
to  89.8  per  cent  of  total  liabilities;  state  commercial 
banks,  90.5  per  cent;  and,  savings  banks,  88.1  per  cent. 
Since  capital  stock  and  reserve  accounts  are  matters 
which  are  decided  by  the  bank  and  would  be  influenced 
very  little  by  the  actions  of  other  banks,  it  is  clear  that 
the  competition  which  does  exist  is  in  the  area  of  securing 
deposits. 

Table  XIX  deals  specifically  with  deposits,  classifying 
them  by  type  and  by  source.  It  will  be  seen  that,  while 
85.9  per  cent  of  the  national  bank  deposits  and  80.6  per 
cent  of  state  commercial  bank  deposits  in  1952  w^ere 
** demand"  deposits,  mostly  checking  accounts,  only 
0.1  per  cent  of  the  savings  bank  deposits  were  in  this 
category.  On  the  other  hand,  practically  all  —  99.9  per 
cent  —  of  the  savings  bank  deposits  were  ''time  "  deposits, 
or  savings  accounts,  while  only  14.1  per  cent  of  national 
bank  deposits  and  19.4  per  cent  of  state  commercial  bank 
deposits  were  in  this  category.  It  will  also  be  noticed 
that  the  national  banks  and  state  commercial  banks  had 
fairly  large  amounts  in  demand  deposits  for  the  federal 
government,  state  and  local  governments,  and  other 
banks,  and  lesser  amounts  from  such  sources  in  time 
deposits.  Savings  banks  had  only  a  minor  amount  of 
federal  government  demand  deposits. 

Thus,  it  would  seem  that  there  is  no  competition 
between  the  two  types  of  banks  for  demand  deposits, 
but  that  there  is  some  degree  of  competition  between  the 
savings  departments  of  the  commercial  banks  and  the 
savings  banks  for  time  deposits.  However,  it  should  be 
pointed  out  that  under  current  operating  conditions 
withdrawals  of  deposits  in  savings  banks  are  not  sub- 
jected to  the  "notice  of  intention  to  withdraw"  which 
can  be  required  under  law;  so  that,  in  effect,  competition 
might  exist  to  a  greater  degree  than  is  indicated  by  the 
table.  If  deposits  in  savings  accounts  can  be  withdrawn 
at  will,  there  is  less  necessity  to  put  such  deposits  into 
demand  accounts. 
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Assets  of  the  Banks. 

The  amount  of  assets  and  the  various  asset  items  held 
by  the  two  types  of  banks  will  give  some  indication  as 
to  the  degree  of  competition  which  exists  between  them 
in  the  investment  field.  Table  XX  gives  this  information 
for  the  national  banks,  state  commercial  banks,  and 
savings  banks  as  of  December  31,  1952.  It  will  be  seen 
immediately  that  savings  banks,  with  assets  totaling 
$4.1  billion,  have  more  funds  available  for  investment 
than  do  either  the  national  banks,  with  $3.6  billion,  or 
the  state  commercial  banks,  with  $1.6  billion.  Actually, 
the  savings  banks  have  assets  equal  to  approximately 
four  fifths  of  the  total  for  both  types  of  commercial 
banks  combined. 

The  fact  that  savings  banks  have  such  a  comparatively 
large  amount  of  assets,  however,  would  not  in  itself 
indicate  any  degree  of  competition  unless  the  available 
funds  were  invested  in  substantially  the  same  asset  items. 
Table  XX  indicates  that  this  is  true.  It  will  be  noted 
that  the  two  major  investment  areas  for  all  banks  are 
loans  and  discounts  and  United  States  government 
securities,  and  that  savings  banks  have  only  slightly 
greater  percentages  of  total  assets  in  these  areas  than 
do  the  commercial  banks.  In  fact,  the  only  major  differ- 
ences are  that  the  commercial  banks  have  much  greater 
balances  with  other  banks,  and  that  the  savings  banks 
have  more  invested  in  other  bonds  and  notes  and  cor- 
porate stock. 

Table  XXI  deals  specifically  with  investments  of  the 
banks  in  loans,  showing  the  amount  invested  in  each 
type  and  the  percentage  that  amount  is  of  total  loan 
investments.  It  will  be  seen  that  97.9  per  cent  of  the 
loans  made  by  the  savings  banks  are  real  estate  loans  as 
compared  with  14.3  per  cent  for  national  banks  and  25.4 
per  cent  for  state  commercial  banks.  On  the  other  hand, 
63.0  per  cent  of  the  loans  of  national  banks  are  com- 
mercial and  industrial  loans  as  compared  with  1,6  per 
cent  for  state   commercial  banks  and  an  insignificant 
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amount  for  savings  banks.  Loans  to  individuals  account 
for  only  1.4  per  cent  of  the  total  loans  of  savings  banks, 
while  this  figure  for  national  banks  is  17.3  per  cent  and 
for  state  commercial  is  26.6  per  cent. 

Thus,  it  would  seem  that,  with  comparable  amounts 
available  for  investment,  the  two  banks  do  compete  in 
certain  areas.  They  both  invest  from  30  to  40  per  cent 
of  their  assets  in  United  States  government  securities. 
They  both  invest  to  some  extent  in  the  obligations  of  state 
and  political  subdivisions,  other  bonds  and  notes,  and 
corporate  stocks.  But  the  area  in  which  the  most  active 
competition  probably  exists  is  in  real  estate  loans,  even 
though  savings  banks  do  invest  considerably  more  in 
such  loans  than  commercial  banks.  The  figures  indicate 
that  there  is  no  competition  between  the  two  types  of 
banks  for  commercial  and  industrial  loans,  and  relatively 
little  for  loans  to  individuals. 


Sources  of  Bank  Income. 

If  the  two  types  of  banks  compete  to  some  extent  for 
money  in  the  form  of  deposits  and  in  certain  investment 
areas,  perhaps  the  situation  will  be  further  clarified  by  an 
investigation  of  the  sources  of  the  gross  income  from  the 
current  operations  of  the  banks.  Table  XXII  shows  the 
major  sources  of  gross  income  for  national  banks,  state 
commercial  banks,  and  savings  banks  in  Massachusetts 
in  1952.  The  table  indicates  that  all  the  banks  receive  by 
far  the  greatest  amounts  of  income  from  interest  and 
dividends  on  investments.  Figures  for  the  income  from 
individual  types  of  investments  are  not  available  for 
the  savings  banks,  but  the  breakdown  would  be  roughly 
equivalent  to  that  of  the  investments  themselves,  with 
slightly  greater  interest  yields  from  loans  than  from  other 
investments.  At  any  rate,  the  savings  banks  receive 
all  but  a  very  minor  portion  of  their  gross  income  from 
investments,  while  commercial  banks  receive  substantial 
amounts  from  service  charges,  commissions  and  other 
sources. 
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Also,  one  area  in  which  there  is  no  competition  between 
savings  banks  and  commercial  banks  is  clearly  indicated 
by  Table  XXII.  That  is  in  trust  department  activities. 
While  savings  banks  have  no  trust  departments,  there 
were  69  national  banks  and  44  trust  companies  in  Massa- 
chusetts with  such  departments  in  1952.  On  a  total 
basis,  3.2  per  cent  of  the  gross  income  from  current 
operations  of  national  banks  was  from  earnings  transferred 
from  trust  departments,  and  18.5  per  cent  of  the  gross 
income  of  state  commercial  banks  was  from  such  earnings. 

The  New  Federal  Tax. 

In  recognition  of  the  competition  which  does  exist 
between  the  mutual  institutions,  including  savings  banks 
and  commercial  banks,  the  Congress  in  the  Revenue 
Act  of  1951  repealed  the  exemption  of  such  institutions 
from  payment  of  the  federal  corporation  income  tax  — 
an  exemption  which  had  been  enjoyed  since  the  enact- 
ment of  the  first  income  tax.  This  repeal  provision 
applied  to  savings  banks,  co-operative  banks  and  federal 
and  state  savings  and  loan  associations.  However, 
despite  the  repeal  of  the  exemption,  the  mutual  insti- 
tutions were  not  subjected  by  the  new  federal  legislation 
to  the  same  tax  as  that  to  which  the  comraercial  banks 
are  subject,  and,  in  addition,  the  legislation  specifically 
provided  that  the  excess  profits  tax  was  not  to  apply  to 
the  mutual  institutions.  Thus,  even  though  the  com- 
petition may  have  been  recognized  by  the  new  federal 
tax  policy,  the  arguments  for  special  treatment  evidently 
still  retain  some  cogency. 

Although  the  new  federal  tax  is  part  of  the  corporation 
income  tax  law  and  uses  the  same  rates,  it  is  not  imposed 
on  the  net  income  of  the  savings  banks,  as  is  the  tax  on 
commercial  banks,  but  on  the  ''retained  earnings"  of 
the  banks.  After  the  determination  of  net  income,  and 
in  order  to  determine  the  amount  of  net  income  taxable, 
the  savings  banks  may  deduct  the  following: 

1.  The  amount  of  interest  paid  or  credited  to  depositors; 

2.  The  amount  used  to  repay  certain  loans;  and, 
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3.  Either  the  amount  of  bad  debts  which  became  worthles,s  during 
the  year,  or  the  amount  of  an  addition  to  a  reserve  for  bad 
debts  which  shall  not  be  greater  than  the  lesser  of  the  following: 

(a)  The  amount  of  net  income  taxable  for  the  year;  or 

(b)  The  amount  by  which  12  per  cent  of  total  deposits  exceeds 

the  sum  of  its  surplus,  undivided  profits  and  reserves. 

The  effect  of  the  federal  tax,  then,  is  to  allow  an  ac- 
cumulation of  surplus  and  reserve  accounts  equal  to 
12  per  cent  of  the  total  deposits,  and  to  tax  the  earnings 
retained  after  the  distribution  of  interest  payments  and 
the  repayment  of  certain  loans,  thereby  encouraging  the 
distribution  of  as  much  of  the  income  of  the  bank  as 
possible  —  which  income  will  be  taxable  under  the  federal 
income  tax  to  the  individual  depositors. 

The  effect  of  the  federal  tax  on  Massachusetts  savings 
banks  cannot  be  definitely  stated.  There  was  a  conflict 
between  the  new  federal  legislation  and  the  state  laws 
relative  to  banking.  The  savings  banks  in  the  Common- 
wealth have  long  been  required,  before  the  semi-annual 
distribution  of  income,  to  add  to  a  guaranty  fund  an 
amount  equal  to  at  least  one  eighth  of  one  per  cent  and 
not  more  than  one  fourth  of  one  per  cent  of  total  deposits 
until  the  fund  was  equal  to  73^  per  cent  of  total  deposits. 
In  addition,  before  an  extra  dividend  could  be  declared, 
the  guaranty  fund  and  the  profit  and  loss  accounts  to- 
gether must  have  been  equal  to  fifteen  and  one  quarter 
per  cent  of  total  deposits;  and  no  dividend  could  be 
declared  which  would  reduce  the  figure  below  15  per  cent. 

For  those  banks  which  approached  this  minimum 
figure,  the  federal  legislation  meant  that  the  banks  would 
have  no  deduction  from  income  allowable  if  the  guaranty 
funds  and  profit  and  loss  accounts  amounted  to  more  than 
the  twelve  per  cent  of  total  deposits  provided  for  in  the 
federal  law.  As  of  October  31,  1952,  121  of  the  188  banks 
had  more  than  that  percentage  already  set  aside  in 
reserves.  In  1951,  the  state  laws  were  amended  to  allow 
two  different  procedures,  designed  to  allow  the  banks  to 
distribute  more  of  their  income  and  thereby  escape  the 
federal  tax  which  would  have  been  paid  on  the  income 
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because  of  reserves  greater  than  12  per  cent.  First,  the 
addition  to  the  guaranty  fund  was  allowed  to  be  made  as  a 
transfer  from  the  profit  and  loss  accounts  rather  than 
from  income  by  those  banks  which  had  reserves  equal 
to  at  least  11  per  cent  of  total  deposits.  Also,  extra 
dividends  of  from  one  eighth  of  one  per  cent  to  one  half 
of  one  per  cent  could  be  declared  when  the  reserves  equal 
the  11  per  cent  figure. 

Therefore,  because  of  the  already  high  reserve  require- 
ments under  the  Massachusetts  law,  many  banks  will 
endeavor  to  distribute  as  much  of  their  income  as  possible 
in  order  to  escape  paying  it  out  in  federal  taxes.  But 
the  federal  tax  would  be  expected  to  have  little  or  no 
effect  on  the  yield  of  the  Massachusetts  tax,  since  they 
are  in  no  way  related.  The  important  point  with  regard 
to  the  new  federal  tax  is  that  the  federal  policy  has  been 
changed  to  bring  the  mutual  institutions  closer  to  the 
commercial  banks  tax  wise. 


The  Taxation  of  Savings  Banks  in  Other  States. 

Unlike  national  banks,  state  commercial  banks,  and 
even  some  other  forms  of  mutual  institutions,  savings 
banks  exist  in  only  17  States,  and  by  far  the  greatest 
number  of  them  are  in  the  New  England  and  Middle 
Atlantic  States.  Several  authorities  have  attempted  to 
explain  this  fact  historically  by  reasoning  that  at  the 
time  the  savings  bank  idea  was  imported  from  Scotland, 
where  it  originated,  the  Industrial  Revolution  in  America 
was  limited  to  the  eastern  seaboard  regions;  and  by  the 
time  the  effects  were  felt  in  the  rest  of  the  nation,  there 
were  already  other  types  of  savings  associations  estab- 
lished which  served  the  same  functions  as  the  savings 
banks.  At  any  rate,  it  is  a  fact,  as  shown  in  Table  XXIII, 
that  of  the  529  savings  banks  which  exist  in  the  nation 
today,  341  of  them  are  in  the  6  New  England  States  and 
171  in  the  five  Middle  Atlantic  States.  In  other  words, 
97  per  cent  of  the  savings  banks  are  located  north  of 
Virginia  and  east  of  Ohio. 
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Table  XXIII.  —  Savings  Banks  as  Part  of  the  Banking  Business  by 
State  and  by  Region  in  the  Seventeen  States  where  Such  Banks  exist 
and  in  the  United  States,  1952. 


[Amounts  in  millions  of  dollars.] 


State  and  Region. 

Number 

of 
Savings 
Banks. 

Total 

Assets, 

All  Active 

Banks,  i 

Assets 

of 
Savings 
Banks. 

Per  Cent 

of 

Total 

Assets. 

Average 

Assets  per 

Savings 

Bank. 

New  England  States : 

Maine        .... 

32 

$871 

$301 

.34.6 

$9 

New  Hampshire 

34 

694 

353 

50.9 

10 

Vermont    .... 

7 

418 

104 

24.9 

15 

Massachusetts  . 

188 

9,225 

4,105 

44.5 

22 

Rhode  Island    . 

8 

1,224 

331 

27.0 

41 

Connecticut 

72 

3,801 

1,678 

44.1 

23 

Sub-total 

341 

$16,233 

$6,872 

42.3 

$20 

Middle  Atlantic  States : 

New  York 

130 

$54,421 

$14,762 

27.1 

$113 

New  Jersey 

23 

6,523 

833 

12.8 

36 

Pennsylvania    . 

7 

14,274 

1,326 

'    9.3 

189 

Delaware  .... 

2 

675 

112 

16.6 

51 

Maryland 

9 

2,536 

479 

18.9 

53 

Sub-total        .         .         . 

171 

$78,429 

$17,512 

22.3 

$102 

Middle  Western  States: 

Ohio           .... 

3 

$9,758 

$286 

2.9 

$95 

Indiana 

4 

4,032 

54 

1.3 

14 

Wisconsin 

4 

3,741 

18 

0.4 

5 

Minnesota. 

1 

3,690 

207 

5.6 

207 

Sub-total 

12 

$21,221 

$565 

2.7 

$47. 

Pacific  States : 

Washington 

4 

$2,620 

$259 

9.9 

$65 

Oregon       .... 

1 

1,765 

25 

1.4 

25 

Sub-total 

5 

$4,385 

8284 

6.5 

$57 

Total,  seventeen  States 

529 

$120,268 

$25,233 

21.0 

$48 

Total,  United  States     . 

529 

$213,837 

$25,233 

11.8 

$48 

Source:    U.  S.  Comptroller  of  the  Currency,  Ninetieth  Annual  Report,  1952. 
'  Total  assets  do  not  include  the  assets  of  co-operative  banks,  savings  and  loan  associatiorus 
or  similar  institutions  —  only  national  banks,  state  commercial  banks,  savings  banks,  and 
private  banks  in  the  few  States  where  such  banks  exist. 
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As  will  also  be  seen  in  Table  XXIII,  savings  banks  as  a 
class  hold  a  much  greater  percentage  of  total  assets  in 
these  States  than  they  do  in  the  Middle  Western  and 
Pacific  States  where  such  banks  exist.  On  the  average, 
savings  banks  hold  42.3  per  cent  of  the  total  banking 
assets  in  the  New  England  States,  not  including  the 
assets  of  co-operative  banks  and  similar  institutions. 
The  figure  for  the  Middle  Atlantic  States  is  22.3  per  cent, 
and  for  the  other  areas  they  are  2.7  per  cent  and  6.5  per 
cent.  But  on  the  other  hand,  the  average  amount  of 
assets  per  bank  is  smaller  in  New  England  than  in  any 
other  region.  Comparing  the  savings  banks  in  the 
Commonwealth  with  those  in  the  other  sixteen  States, 
it  will  be  noted  that  savings  banks  hold  a  greater  per- 
centage of  the  total  banking  assets  in  Massachusetts 
than  do  such  banks  in  any  other  State  except  New 
Hampshire.  But  because  of  the  large  number  of  such 
banks,  the  average  amount  of  assets  per  bank  is  smaller 
than  that  in  most  of  the  other  States. 

The  type  of  tax  imposed  upon  savings  banks  in  the 
States  where  such  banks  exist  has  been  determined  in 
most  cases  by  the  type  of  tax  imposed  upon  other  kinds 
of  banks.  When  those  States  which  abandoned  the 
general  property  tax  as  a  method  of  taxing  the  com- 
mercial banks  changed  to  some  other  method,  the  savings 
bank  tax  was  generally  made  the  same  as  or  was  closely 
related  to  the  new  tax.  Table  XXIV  shows  the  type  of 
tax  now  employed  in  the  14  States  which  tax  savings 
banks.  It  will  be  seen  that  6  States  use  net  income  taxes 
and  8,  including  Massachusetts,  use  some  form  of  deposit 
taxes.  Of  the  6  States  using  net  income  taxes,  all  except 
Pennsylvania  also  impose  a  net  income  tax  on  other  types 
of  banks  —  Pennsylvania  has  a  shares  tax  for  other  banks. 
Of  the  8  States  having  deposit  taxes,  all  except  Massa- 
chusetts and  Rhode  Island  tax  other  banks  at  a  low, 
fixed  rate  on  the  value  of  the  shares;  and  the  rate  is 
usually  comparable  to  the  rate  of  the  deposit  tax.  Of 
the  3  States  which  do  not  impose  a  tax  on  savings  banks, 
New  Jersey  imposes  a  shares  tax  on  other  banks  and 
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Wisconsin  imposes  a  net  income  tax  on  other  banks,  but 
savings  banks  are  specifically  exempt  in  both  cases.  A 
Washington  statute  of  1929  imposing  a  net  income  tax 
on  savings  banks  was  declared  unconstitutional,  and 
since  that  time  no  tax  has  been  imposed  on  any  type  of 
bank. 

Certain  features  of  the  taxes  in  other  States  might  be 
noted.  For  example,  some  States  impose  the  net  income 
tax  on  the  entire  net  income,  and  some  allow  deductions 
from  net  income.  The  New  York  tax  is  in  effect  similar 
to  the  new  federal  tax,  since  it  is  actually  a  tax  on  retained 
earnings.  Likewise,  some  of  the  deposit  taxes  are  on 
total  deposits  or  total  average  deposits,  while  others 
allow  deductions  in  a  manner  similar  to  the  Massachusetts 
tax. 


Alternatives  Available  to  the  Commonwealth. 

There  are  several  alternatives  which  are  available  to 
the  Commonwealth,  should  any  changes  in  the  present 
law  be  considered  desirable.  Which  of  the  alternatives 
should  be  selected,  however,  would  depend  upon  the 
policy  which  is  to  be  followed  with  regard  to  the  taxation 
of  savings  banks.  If  the  present  type  of  tax  —  one 
closely  related  to  the  personal  income  tax  —  is  to  be 
retained,  there  is  the  alternative  of  redefining  the  base 
of  the  tax  in  order  to  correct  the  existing  inadequacies. 
If,  on  the  other  hand,  the  policy  is  to  be  changed  to  place 
savings  banks  on  an  equal  footing  tax-wise  with  com- 
mercial banks,  they  could  be  subjected  to  the  same  tax, 
an  excise  tax  measured  by  net  income.  Or,  if  the  policy 
is  to  fall  somewhere  between  the  extremes  of  the  present 
tax  and  the  commercial  bank  tax,  there  are  two  other 
alternatives.  One  is  a  tax  on  retained  earnings,  similar 
to  the  new  federal  tax;  and  the  other  is  a  new  type  of 
deposits  tax.  Both  of  these  alternatives  would  accom- 
plish the  objectives  of  recognizing  the  competition  which 
exists  between  the  savings  banks  and  the  commercial 
banks,  and  of  continuing  to  some  extent  the  preferential 
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treatment  now  accorded  savings  banks.  At  the  same 
time,  either  type  of  tax  would  relate  the  tax  on  savings 
banks  more  definitely  to  the  business  of  the  bank  than  is 
the  present  tax. 

Table  XXIV.  —  Methods  by  which  Mutual  Savings  Banks  are  taxed 
in  Fourteen  of  the  Seventeen  States  where  Such  Banks  exist.  ^ 


State,  by  Type  or  Tax. 


Rate  of  Tax. 


Net  income  taxes: 

Connecticut 
Minnesota 
New  York 


Oregon 
Pennsylvania 
Vermont    . 

Deposit  taxes: 

Delaware  . 


Indiana 


Maine 
Maryland 
Massachusetts   . 
New  Hampshire 
Ohio 


Rhode  Island 


3%  of  entire  net  income  attributable  to  Connecticut. 

8.4%  of  net  income  less  certain  deductions. 

4.5%  of  net  income  less  interest  credited  to  depositors  and 

other  deductions;    minimum  of  2%  of  interest  credited  to 

depositors. 
8%  of  net  income. 
3%  of  net  earnings. 
4%  of  net  income. 


}i  of  1%  of  the  aggregate  amount  of  their  surplus,  undivided 
profits,  and  interest,  and  reserves  (excluding  allocated 
reserves)  or  2f!  on  every  $100  of  the  amount  of  average  de- 
posits in  the  event  that  such  aggregate  amounts  do  not 
exceed  10%  of  the  average  deposits  for  the  preceding  year. 

}4,  of  1%  of  the  value  of  the  deposits  less  certain  deductions, 
provided  that  the  deductions  shall  not  exceed  50%  of  the 
difference  between  total  deposits  and  deductible  deposits. 

7ji  per  31,000  of  average  deposits,  every  six  months. 

Ji  of  1%  of  average  deposits  less  deductions. 

}4  of  1%  of  average  deposits  less  deductions. 

3^  of  1%  of  the  amount  of  interest-bearing  deposits. 

3^  of  1%  of  deposits  (including  certificates  of  deposits  and 
postal  savings)  less  public  deposits,  non-resident  deposits 
and  deposits  by  another  bank. 
%  oil%  of  interest-bearing  deposits  less  statutory  exemptions. 


Source:    Various  Commerce  Clearing  House  Publications. 
1  New  Jersey,  Washington  and  Wisconsin  impose  no  taxes  on  savings  banks. 


Correction  of  the  Present  Tax. 

The  present  tax,  even  though  it  is  labeled  an  excise 
tax,  is  in  effect  a  replacement  for  the  tax  which  would  be 
paid  under  the  personal  income  tax  on  the  income  from 
similar  investments  held  by  the  individual  depositors.  It 
has  been  demonstrated  that  as  such  the  present  tax  is 
inadequate.  Therefore  if  this  type  of  tax  is  to  be  retained, 
there  are  certain  problems  which  should  be  corrected. 
These  problems  have  been  discussed  in  this  chapter. 
The  provision  under  which  the  savings  banks  are  allowed 
to  deduct  from  the  average  deposits  taxable  the  amount 
originally  invested  in  rather  than  the  actual  value  of 
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deductible  investments  should  be  corrected.  Also,  the 
amounts  set  aside  in  guaranty  funds  and  profit  and  loss 
accounts,  which  are  available  for  investment  in  deductible 
investments,  should  be  counted  as  part  of  the  average 
deposits  for  tax  purposes.  By  doing  so,  there  would  be 
no  deduction  from  the  average  deposits  for  investments 
which  have  not  been  counted  as  part  of  the  average 
deposits  in  the  first  place.  In  1950  it  was  estimated  that  a 
tax  on  the  savings  banks  computed  on  this  basis  would 
have  jdelded  $1.5  million  as  compared  with  the  actual 
taxes  assessed  in  that  year  under  the  present  provisions  of 
slightly  over  $300  thousand.  Even  if  these  changes  Vv^ere 
made,  however,  the  tax  paid  by  each  of  the  savings  banks 
would  be  determined  entirely  by  the  types  of  invest- 
ments in  its  portfolio  and  would  have  no  relation  either 
to  its  total  resources  or  to  its  income. 


The  Commercial  Bank  Tax. 

The  provisions  of  the  commercial  bank  tax  were  dis- 
cussed in  Chapter  III.  It  is  a  tax  at  the  rate  of  8  per  cent 
measured  by  net  income,  which  is  defined  as  gross  income 
from  all  sources  less  all  deductions  allowed  by  the  federal 
government  except  losses  for  prior  years  and  dividends 
paid.  There  is  no  reason,  other  than  the  present  policy 
of  preferential  treatment,  why  savings  banks  could  not  be 
subjected  to  the  same  tax.  As  has  been  demonstrated, 
they  are  subject  to  similar  taxes  in  other  States.  But  the 
decisive  factor  should  be  that  the  competition  between 
savings  banks  and  commercial  banks  is  deemed  sub- 
stantial enough  to  warrant  such  action.  It  should  be 
remembered,  of  course,  that  if  the  savings  banks  were 
subjected  to  the  same  tax  as  commercial  banks  it  would 
be  a  complete  negation  of  the  present  idea  generally 
held  that  savings  banks  serve  some  functions  which  are 
to  the  public  good,  and  are  therefore  deserving  of  some 
tax  concession.  While  estimates  of  the  tax  which  would 
be  paid  are  not  available,  it  is  true  that  to  subject  the 
savings  banks  to  the  present  commercial  bank  tax  would 
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mean  a  substantial  increase  in  the  taxes  paid  by  all 
savings  banks,  whereas  under  the  present  tax  77  banks 
paid  no  tax  at  all  in  1952. 

' '  Retained  Earnings ' '  Tax. 

It  is  possible,  however,  to  have  a  tax  measured  by  net 
income  without  subjecting  the  savings  banks  to  the  same 
tax  as  commercial  banks.  Such  a  tax  would  be  a  '^  re- 
tained earnings"  tax  similar  to  the  new  federal  tax  and  to 
the  tax  on  savings  banks  in  New  York.  It  would  be 
imposed  upon  or  measured  by  the  net  income  taxable, 
which  would  be  the  ordinary  net  income  less  the  amount 
of  interest  paid  or  credited  to  depositors  and  less  deduc- 
tions for  bad  debts  or  for  additions  to  reserves  for  bad 
debts.  A  tax  of  this  type  would  have  the  advantages  of 
bringing  the  savings  banks  closer  to  the  commercial  banks 
tax-wise  and  of  relating  the  tax  paid  by  the  savings  banks 
more  definitely  to  the  business  of  the  banks.  At  the 
same  time,  it  would  continue  the  policy  of  granting  some 
tax  concession  to  the  savings  banks  by  taxing  only  the 
income  retained  rather  than  total  net  income.  Even 
with  this  concession,  however,  it  is  likely  that  such  a  tax 
would  mean  a  substantial  increase  in  the  taxes  paid  by 
the  savings  banks. 

Total  Deposits  Tax. 

It  is  not  necessarily  true,  however,  that  the  way  to 
recognize  the  competition  between  savings  banks  and 
commercial  banks,  or  to  bring  the  tax  treatments  of  the 
two  closer  together,  is  by  means  of  a  tax  on  net  income. 
It  has  been  shown  that  the  present  tax,  even  though 
it  is  an  excise  on  the  privilege  of  doing  business,  is  not 
actually  related  to  the  business  but  rather  to  other  taxes. 
Therefore,  if  the  present  tax  were  to  be  changed  to  one 
related  to  the  business,  some  degree  of  recognition  would 
be  given  to  the  competition  factor.  One  type  of  tax 
which  would  accomplish  this  objective  is  the  total  deposits 
tax  used  in  a  few  other  States.  Such  a  tax  imposed  upon 
the  total  average  deposits  of  the  savings  banks  would 
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definitely  relate  the  tax  paid  to  the  total  resources  of  the 
savings  banks,  and  therefore  somewhat  less  definitely 
to  the  income  of  the  banks.  This  would  be  done  without 
taxing  the  savings  banks  as  heavily  as  they  would  be 
taxed  under  the  present  commercial  bank  tax  and  without 
duplicating  the  federal  tax. 

The  rate  of  the  total  deposits  tax  could  be  set  at  any 
point  desired,  but  for  purposes  of  illustration  the  rate 
of  one  twenty-fifth  of  one  per  cent  could  be  used.  Such  a 
rate  would  result  in  a  total  tax  yield  slightly  greater 
than  that  of  the  present  tax.     Table  XXV  shows  how 

Table  XXV.  —  Comparison  of  Actual  Taxes  paid  in  1952  and  a  Total 
Deposits  Tax  for  the  Ten  Largest  and  Ten  Smallest  Savings  Banks. 


Actual 
Taxes 
paid. 

Amount 
of  Tax 
under 
Total 

Deposits 
Tax. 

Effective  Rates  of 
Actual  Tax  paid. 

Eftective  Rates  op 
Total  Deposits  Tax. 

On 

Deposits. 

On  Net 
Income. 

On 

Deposits. 

On  Net 
Income. 

A 

$80,007 

585,610 

0.0374% 

1.1920% 

0.04% 

1.2755% 

B 

69,453 

70,240 

0.0396 

1.2332 

0.04 

1.2472 

C 

27,966 

37,354 

0.0299 

0.9344 

0.04 

1.2480 

D 

7,767 

34,576 

0.0090 

0.2893 

0.04 

1.2877 

E 

- 

33,582 

- 

- 

0.04 

1.2611 

F 

52,687 

32,168 

0.0655 

2.0759 

0.04 

1.2675 

G 

33,566 

28,895 

0.0465 

1.4569 

0.04 

1.2512 

H 

28,766 

25,322 

0.0454 

1.3757 

0.04 

1.2110 

I 

19,616 

24,749 

0.0317 

1.3850 

0.04 

1.2084 

J 

22,770 

23,304 

0.0391 

1.3850 

0.04 

1.4175 

Q 

- 

1,006 

- 

- 

0.04 

1.3413 

R 

- 

975 

- 

0.04 

1.2662 

S 

- 

950 

- 

- 

0.04 

1.2838 

T 

244 

940 

0.0104 

0.3437 

0.04 

1 .3239 

U 

1,611 

787 

0.0819 

2.4409 

0.04 

1.1924 

V 

- 

748 

- 

- 

0.04 

1.5265 

W 

134 

684 

0.0078 

0.2351 

0.04 

1.2000 

X 

1,105 

589 

0.0751 

2.4556 

0.04 

1.3089 

Y 

249 

404 

0.0247 

0.8893 

0.04 

1.4429 

Z 

- 

335 

- 

- 

0.04 

1.3  00 

Tota 

laUl 

jankj 

i 

«821,667 

$1,437,169 

0.0229% 

0.7479% 

0.04% 

1.3081% 

Source:   Commissioner  of  Banks,  Annual  Report,  1952. 
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the  application  of  a  deposits  tax  at  the  above  rate 
would  have  compared  with  the  taxes  paid  by  the  ten 
largest  and  ten  smallest  banks  in  1952.  It  will  be  seen 
that  whereas  some  banks  paid  no  taxes  in  1952,  under  the 
total  deposits  tax  all  would  have  paid  some  amount. 
The  actual  taxes  paid  by  the  banks  were  at  effective 
rates  on  total  deposits  ranging  from  0  to  0.08  per  cent, 
as  compared  with  a  constant  rate  of  0.04  per  cent  under 
the  total  deposits  tax.  The  effective  rates  on  net  income 
of  the  total  deposits  tax  would  have  varied  only  from 
1.2  per  cent  to  1.5  per  cent,  whereas  the  effective  rates 
of  the  actual  taxes  paid  under  the  present  tax  ranged 
from  0  to  2.4  per  cent.  On  a  total  basis,  the  amount  of 
yield  from  a  total  deposits  tax  would  have  been  $1.4 
million  as  compared  with  the  $0.8  million  actually  paid 
in  1952.  The  constant  rate  of  0.04  per  cent  on  deposits 
would  compare  with  the  average  of  the  widely  fluctuating 
effective  rates  of  actual  taxes  paid  of  0.02  per  cent.  The 
average  effective  rate  on  income  would  have  been  1.3  per 
cent,  as  compared  with  an  average  of  the  widely  divergent 
rates  of  the  present  tax  of  0.7  per  cent. 


The  Taxation  of  Savings   Departments   op  Trust 

Companies. 

The  savings  departments  of  trust  companies  are 
subject  to  the  same  tax  on  average  deposits  less  deduc- 
tions as  are  the  savings  banks,  even  though  the  income 
from  such  departments  is  taxable  to  the  trust  companies 
under  the  regular  excise  tax  on  commercial  banks.  While 
this  provision  has  been  temporarily  suspended  for  the 
period  during  which  the  maximum  rate  of  the  regular 
bank  excise  is  8  per  cent,  it  is  none  the  less  part  of  the 
permanent  savings  deposit  tax  law.  Also,  it  might  be 
pointed  out  that  the  savings  departments  of  national 
banks  are  not  subject  to  the  savings  deposit  tax,  due  to  the 
federal  restrictions  on  the  taxation  of  such  banks. 

Under  the  present  bank  tax  system  there  is  a  valid 
reason  for  such  taxation.     The  present  savings  deposit 
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tax  is  a  replacement  for  the  tax  which  would  be  paid 
under  the  personal  income  tax  by  the  individual  depositors 
on  the  income  from  similar  investments.  Therefore  the 
interest  from  savings  banks  and  from  savings  depart- 
ments of  trust  companies  is  exempt  from  taxation  under 
the  personal  income  tax  law.  The  interest  from  such 
departments  of  national  banks  is  not  so  exempt,  since 
these  banks  cannot  be  subjected  to  the  deposits   tax. 

As  long  as  the  present  type  of  deposit  tax  is  retained, 
there  is  good  reason  to  continue  to  subject  the  trust 
companies'  savings  departments  to  this  tax.  But  if  the 
savings  bank  tax  should  be  changed  to  make  it  in  actuality 
as  well  as  in  name  a  tax  on  the  business  of  the  bank  instead 
of  a  replacement  for  personal  taxes,  the  argument  for 
such  taxation  could  no  longer  be  maintained.  In  fact, 
in  such  a  case,  the  repeal  of  the  present  tax  would  be 
another  way  to  bring  the  savings  banks  closer  to  the 
commercial  banks  tax  wise.  Certainly,  there  can  be  no 
reason  to  subject  the  savings  departments  of  trust  com- 
panies to  two  business  taxes  while  the  savings  banks  and 
the  savings  departments  of  national  banks  are  subject 
to  only  one. 

Chapter  V. 
THE  EXEMPTION   OF   OTHER   INSTITUTIONS. 

The  present  savings  bank  tax  —  an  excise  on  the 
privilege  of  doing  business  —  has  no  relation  to  the 
business  of  the  banks,  but  rather  is  a  substitute  for  the 
tax  which  would  be  paid  under  the  personal  income  tax 
by  the  depositors  on  the  income  from  similar  investments 
individually  held.  This  fact  introduces  one  further 
feature  of  the  taxation  of  savings  banks,  — •  the  relation- 
ship between  the  kind  of  tax  now  imposed  on  such  banks 
and  the  exemption  from  taxation  of  other  mutual  in- 
stitutions. 

There  are  in  the  Commonwealth  several  other  kinds  of 
mutual  institutions,  —  the  co-operative  banks,  the  state 
savings  and  loan  associations,  and  the  federal  savings 
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and  loan  associations.  ^  These  institutions  serve  the  same 
primary  function  of  encouraging  personal  thrift  and 
home-ownership.  The  dividends  from  shares  in  such 
institutions  are  specifically  exempt  under  the  personal 
income  tax  law.  ^  But  these  institutions  pay  no  tax  of' any 
kind  to  the  Conunon wealth  for  their  privilege  of^i^oitig 
business,  not  even  a  tax  which  would  serve  as  a  rej3l&ce- 
ment  for  the  personal  income  tax. 

So  long  as  the  present  tax  is  imposed  on  savings  banks, 
however,  there  is  a  valid  reason  for  this  exemption.  A 
major  portion  of  the  assets  of  these  other  mutual  insti- 
tutions is  invested  in  mortgage  loans  and  other  invest- 
ments which  would  be  deductible  if  the  same  tax  were 
applied  to  them  as  to  the  savings  banks;  also,  when  it  is 
considered  that  these  deductible  investments  would  be 
carried  for  tax  purposes  at  their  original  cost  rather  than 
their  actual  value,  it  is  doubtful  whether  many  institutions 
would  have  taxable  amounts  remaining,  anyway.  Cer- 
tainly, for  those  which  did,  the  tax  would  be  negligible. 

If,  however,  the  tax  on  savings  banks  were  to  be 
changed  to  make  it  a  real  tax  on  the  business  of  such 
banks,  the  exemption  now  granted  these  other  mutual 
institutions  would  have  to  be  reconsidered.  If  it  were 
found  that  the  co-operative  banks  and  savings  and  loan 
associations  actually  carried  on  substantially  the  same 
business  as  savings  banks,  then  equitability  would  require 
that  they  be  subjected  to  the  same  tax. 

The  Nature  of  Mutual  Institutions. 

''Mutual  institutions"  have  been  defined  in  previous 
chapters,  and  the  difference  between  such  institutions 
and  commercial  banks  has  been  discussed.  But  the 
similarity  in  operation  between  the  two  types  of  banks 
has  also  been  pointed  out.  It  is  to  be  expected,  therefore, 
that  an  even  greater  similarity  would  exist  between  the 
savings    banks    and    other   institutions    which    also    fall 

1  Credit  unions  are  also  a  form  of  mutual  institution,  but  these  will  be  discussed  in  a  separate 
section  of  this  chapter. 

2  General  Laws  (Ter.  Ed.),  chapter  62,  section  1  (h). 
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within  the  ''mutual"  category.  All  mutual  institutions 
are  "owned"  by  the  depositors  or  shareholders  in  the 
institutions,  which  are  controlled  by  boards  of  trustees 
or  directors  which  are  either  self-perpetuating,  as  in  the 
case  of  the  savings  banks,  or  elected,  as  in  the  case  of  the 
co-operative  banks.  All  of  them  operate  by  accepting 
the  money  of  others  either  in  the  form  of  deposits  or  in  the 
form  of  payments  on  shares  of  one  kind  or  another.  This 
money  is  invested  in  those  investments  which  the  banks 
are  allowed  by  law  to  make,  and  the  income  from  the 
investments  is  then  distributed  to  the  depositors  as 
interest  or  to  the  shareholders  as  dividends. 

The  several  kinds  of  mutual  institutions  are,  therefore, 
similar  in  nature.  Each  of  them  was  established  originally 
to  serve  as  a  sort  of  central  fund  in  w^hich  persons  of  small 
means  could  invest  their  savings  and  expect  to  earn  a  fair 
return  on  their  investment.  Each  of  them  was,  also, 
established  to  make  it  possible  for  the  depositors  or 
members  to  borrow  money  with  which  to  buy,  build  or 
repair  their  own  homes.  Although  today  many  people 
who  could  not  be  considered  ''persons  of  small  means" 
have  their  money  in  savings  banks,  and  although  loans 
are  made  to  others  than  depositors  or  members,  the 
mutual  institutions  continue  to  serve  their  original 
objectives.  In  serving  these  objectives,  the  mutual 
institutions  compete  with  each  other  for  personal  savings 
and  in  the  loan  market  as  well.  Also,  just  as  savings 
banks  were  shown  to  compete  with  commercial  banks, 
so  do  the  other  mutual  institutions,  if  perhaps  to  a  lesser 
degree. 

In  the  earlier  discussion  of  the  banking  industry  of  the 
Commonwealth,  it  was  pointed  out  that  in  1952  the 
mutual  institutions  held  slightly  more  than  half  of  the 
total  banking  assets.  Table  XXVI  gives  some  com- 
parative data  for  the  four  kinds  of  mutual  institutions. 
It  will  be  seen  that,  in  terms  of  the  total  resources  held 
by  any  one  class,  the  savings  banks  are  by  far  the  most 
important  group.  They  hold  total  assets  amounting  to 
$4.1  billion  as  compared  with  $686.8  million  held  by  the 
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co-operative  banks,  $408.2  million  by  the  federal  savings 
and  loan  associations,  and  $9.5  million  by  the  state 
savings  and  loan  associations.  The  savings  banks  hold 
39.4  per  cent  of  the  total  banking  assets  held  by  all  types 
of  banks  in  Massachusetts,  as  compared  with  6.7  per 
cent  held  by  the  co-operative  banks,  4.0  per  cent  by  the 
federal  associations,  and  only  0.1  per  cent  by  the  state 
associations.  Of  the  banking  assets  held  by  mutual 
institutions  alone,  the  savings  banks  hold  78.6  per  cent; 
the  co-operative  banks,  13.3  per  cent;  the  federal  asso- 
ciations, 7.9  per  cent;  and  the  state  associations,  0.2 
per  cent. 

Table  XXVI.  —  Comparison  of  Mutual  Institutions  in  Massachu- 
setts, 1952. 1 


Mutual 
Savings 
Banks. 

Co-operative 

State 
Savings 

Federal 
Savings 

Banks. 

and  Loan 

and  Loan 

Associations. 

Associations. 

Number  of  banks  or   in- 

188 

174 

4 

30 

stitutions. 

Amount  of  assets  in  group 

$4,062,685,000 

$686,781,000 

$9,544,000 

$408,233,000 

Percentage  of  total  bank- 

39.4 

6.7 

0.1 

4.0 

ing  assets  held. 

Percentage     of      mutual 

78.6 

13.3 

0.2 

7.9 

banking  assets  held. 

Average  assets  per   bank 

$21,610,000 

$3,947,000 

$2,386,000 

$13,608,000 

or  institution. 

Sources:  State  banks  and  associations,  Commissioner  of  Banks,  Annual  Report,  1952; 
Federal  associations,  Northeastern  Federal  Savings  League. 

1  Figures  are  for  fiscal  years  ending  as  follows:  savings  banks,  October  31, 1952;  co-operative 
banks  and  state  savings  and  loan  associations,  April  30, 1952;  federal  savings  and  loan  asso- 
ciations, December  31,  1952. 


The  Comparability  of  Mutual  Institutions. 

The  seemingly  overpowering  importance  of  the  savings 
banks  among  mutual  institutions,  however,  does  not 
present  the  entire  picture  with  regard  to  the  competition 
and  similarity  of  operation  which  exists  between  the 
several  kinds  of  mutual  institutions.  Table  XXVI  also 
shows  that  while  the  total  assets  of  the  savings  bank 
have  reached  the  four-billion  mark,  the  average  amount 
of  assets  held  is  $21.6  million,  as  compared  with  $13.6 
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million  for  the  federal  associations,  $3.9  million  by  the 
co-operative  banks,  and  $2.4  million  by  the  state  asso- 
ciations. 

The  Size  of  the  Individual  Institutions. 

Even  the  average  assets  figure  does  not  clearly  indicate 
that  there  are  many  banks  and  institutions  with  the  same 
amount  of  resources  available.  This  is  shown  in  Table 
XXVII  which  classifies  the  various  mutual  institutions 
by  the  amount  of  assets,  showing  the  number  and  per- 
centage in  each  group.  It  will  be  noted  that,  while  there 
are  many  savings  banks  and  federal  associations  which 
are  larger  than  any  co-operative  bank  or  state  asso- 
ciation, there  are  also  many  in  all  categories  of  equal 
size.  This  is  demonstrated  in  the  "$5  to  $10  million" 
classification,  which  contains  20.7  per  cent  of  the  savings 
banks,  20.1  per  cent  of  the  co-operative  banks,  36.7  per 
cent  of  the  federal  associations,  and  one  of  the  four  state 
associations.  Thus  it  is  clear  that  despite  the  fact  that 
there  are  several  very  large  institutions,  particularly 
savings  banks,  there  are  also  many  of  competitive  sizes. 

The  Liabilities  of  the  Mutual  Institutions. 

As  in  the  comparison  between  savings  banks  and  com- 
mercial banks,  the  liabilities  of  the  various  mutual  in- 
stitutions will  give  an  indication  of  the  source  of  funds 
used  for  investment  purposes  by  each  of  them,  and  of  the 
degree  of  competition  which  exists  in  the  securing  of  these 
funds.  Table  XXVIII  shows  the  liabilities  by  type  for 
the  several  kinds  of  mutual  institutions  for  the  bank 
fiscal  years  ending  in  1952.  It  will  be  seen  that,  except 
for  the  relatively  large  percentages  represented  by  sur- 
pluses and  reserves  and  borrowed  money,  and  except 
for  the  minor  percentages  in  such  items  as  advance  pay- 
ments, undivided  profits  and  the  like,  all  mutual  insti- 
tutions show  more  than  80  per  cent  of  their  assets 
represented  by  either  deposits  or  share  capital.  Deposits 
accounted  for  88.4  per  cent  of  the  liabilities  of  the  savings 
banks,  while  share  capital  accounted  for  86.7  per  cent 
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of  the  liabilities  of  co-operative  banks,  and  slightly 
smaller  figures  for  federal  and  state  savings  and  loan 
associations. 

This  points  up  a  major  difference  between  the  savings 
banks  and  the  other  mutual  institutions.  Savings  banks 
receive  their  funds  in  the  form  of  deposits  only.  A  person 
opens  an  account  and  deposits  at  will  any  amount 
desired.  Interest  on  this  amount  is  then  credited  to  his 
account  quarterly  or  semi-annually.  The  co-operative 
banks,  federal  savings  and  loan  associations,  and  state 
savings  and  loan  associations  are  similar  institutions 
which  operate  very  differently.  While  they  do  have 
provisions  for  deposit  accounts  such  as  dividend  savings 
accounts,  Christmas  club  accounts,  and  school  savings 
accounts,  these  amount  to  only  a  minor  portion  of  the 
total  funds  received.  The  major  portion  is  instead  re- 
ceived in  one  form  or  another  as  a  payment  on  or  for 
shares.  These  are  of  various  types.  There  is  the  so-called 
''paid-up"  share,  which  an  individual  can  purchase  by 
paying  the  full  face  value  of  a  certain  amount.  He  then 
receives  dividends  on  this  share  quarterly  or  semi-annually 
as  long  as  he  retains  possession.  There  is  the  ''serial" 
share  which  is  purchased  over  a  period  of  time.  The 
individual  agrees  to  pay  a  definite  amount  periodically; 
and  when  these  payments  together  with  dues  paid  thereon 
and  dividends  credited  thereto  reach  a  certain  amount, 
the  share  matures  and  becomes  a  "paid-up"  share.  Or, 
finally,  there  is  the  saving  share,  which  an  individual 
purchases  by  payments  similar  to  savings  banks  deposits. 
He  deposits  any  amount  desired  at  any  time  desired; 
and  when  the  total  amount  together  with  accumulated 
credits  amounts  to  some  specified  amount,  the  share 
also  becomes  "paid-up." 

Withdrawals  can  be  made  at  any  time  under  either 
the  deposit  system  or  the  share  system,  subject  to  the 
waiting  period  which  can  be  imposed  by  law.  Under 
present  operating  conditions,  however,  no  "notice  of 
intention  to  withdraw"  is  required,  and  the  money 
deposited  or  paid  can  be  withdrawn  at  will. 
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Despite  the  difference  in  operation,  however,  it  will  be 
recognized  that  both  systems  are,  for  the  most  part, 
means  of  investing  personal  savings,  although  all  banks 
and  associations  do  accept  deposits  and  investments  of 
other  banks  and  associations,  trusts,  corporations  and 
others.  The  deposit  system  of  the  savings  banks  and  its 
counterpart,  the  savings  share,  of  the  other  institutions 
are  more  flexible  than  the  definite  amount  type  of  shares. 
But  they  all  unquestionably  serve  the  same  purpose; 
and,  just  as  unquestionably,  competition  exists  between 
the  several  institutions  for  savings  investments. 

This  competition  for  savings  investments  is  further 
demonstrated  by  the  fact  that  the  average  rates  of  interest 
or  dividends  paid  by  the  various  mutual  institutions  are 
comparable.  The  average  rates  paid  by  each  in  1952  is 
as  follows: 

Per  Cent. 

Savings  banks 2.60 

Co-operative  banks: 

Serial  shares .        .        .  3.23 

Paid-up  shares 2 .  88 

Savings  share  accounts 2.61 

Dividend  savings  accounts 2 .  73 

Federal  savings  and  loan  associations  .        .        .        .  2 .  89 

These  rates,  of  course,  cannot  be  promised  the  investor 
in  advance,  but  are  determined  at  the  time  of  the  quarterly 
or  semi-annual  distribution  of  the  income.  However, 
the  banks  and  institutions  advertise  the  last  interest  or 
dividend  rate  paid;  and  if  there  were  a  significant  differ- 
ence in  rates  advertised  —  as  there  are  in  some  individual 
cases  —  there  would  most  likely  also  be  a  significant 
difference  in  which  type  of  mutual  institution  savings 
were  invested. 

The  Assets  of  the  Mutual  Institutions. 

As  the  liabilities  of  the  various  mutual  institutions 
showed  the  source  of  the  funds  used  by  these  institutions, 
so  the  assets  will  show  where  the  institutions  invest  these 
funds  in  order  to  obtain  the  income  which  is  distributed 
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as  interest  or  dividends.  Table  XXIX  gives  the  assets 
by  type  for  each  of  the  mutual  institutions  for  the  bank 
fiscal  years  ending  in  1952.  It  will  be  noted  that  all  of 
them  invest  in  the  same  types  of  investments,  but  that 
there  is  a  difference  between  the  investments  of  the 
savings  banks  and  the  other  mutual  institutions.  Savings 
banks  as  a  class  invested  only  42.6  per  cent  of  their  assets 
in  loans  on  or  relating  to  real  estate,  while  each  of  the 
other  mutual  institutions  invested  more  than  80  per  cent 
of  their  assets  in  such  loans.  On  the  other  hand,  the 
savings  banks  invested  54.2  per  cent  of  their  assets  in 
United  States  government  obligations  and  other  securities, 
as  compared  with  much  smaller  percentages  for  the  other 
mutual  institutions. 

These  comparisons  are  indicative  not  only  of  a  difference 
in  operating  procedure,  but  also  of  the  restrictions  which 
are  placed  by  law  upon  the  investments  which  can  be 
made  by  the  various  institutions.  Co-operative  banks 
and  savings  and  loan  associations  were  established  as  a 
means  of  encouraging  home-ownership,  and  consequently 
their  investments  are  practically  all  in  mortgages  on  real 
estate.  On  the  other  hand,  the  savings  banks  were 
chartered  for  an  additional  purpose  as  well,  to  make 
available  investment  capital  for  government  and  public 
utility  securities.  Thus  they  are  restricted  in  the  amount 
they  can  invest  in  real  estate  mortgages  to  an  amount 
equal  to  70  per  cent  of  the  total  deposits.  But  as  is 
indicated  in  Table  XXIX  mortgage  investments  of  the 
savings  banks  are  nowhere  near  the  70  per  cent  maxi- 
mum. 

Another  point  which  is  demonstrated  in  the  table  is 
that  the  other  mutual  institutions  have  from  5.2  per  cent 
to  11.4  per  cent  of  their  funds  invested  in  government 
obligations,  bonds  and  notes,  and  bank  stocks.  All  of 
them  can  invest  by  law  in  certain  public  securities,  and 
co-operative  banks  with  assets  totaling  over  S5  million 
can  invest  in  certain  public  utility  bonds  and  notes. 
Therefore  there  is  some  overlapping  in  the  security 
investment  field. 
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That  savings  banks  and  other  mutual  institutions 
are  in  competition  in  the  real  estate  loan  market  can 
be  demonstrated  by  a  comparison  of  the  loan  business 
of  the  savings  banks  and  the  co-operative  banks.  In  1952 
savings  banks  made  a  total  of  58,831  new  real  estate 
loans;  the  average  size  of  all  real  estate  loans  was  $6,159; 
and  the  average  rate  of  interest  charged  was  4.45  per 
cent.  The  co-operative  banks  did  a  comparable  loan 
business  —  with  a  total  of  30,991  new  real  estate  loans 
in  1952,  an  average  loan  size  of  $4,029,  and  an  average 
rate  of  interest  charged  of  4.55  per  cent.  However,  it 
should  perhaps  be  pointed  out  that  savings  banks  under 
certain  conditions  can  make  loans  up  to  $50,000,  whereas 
co-operative  banks  and  federal  savings  and  loan  asso- 
ciations are  limited  to  $20,000. 

Summary. 

From  the  foregoing  discussion,  it  would  seem  clear 
that  despite  differences  in  operation  the  savings  banks 
and  the  other  mutual  institutions  are  comparable  insti- 
tutions and  are  in  substantial  competition  with  each 
other  for  savings  investments  in  the  form  of  deposits  or 
share  payments;  and,  despite  restrictions  imposed,  they 
are  in  competition  in  their  investment  outlets,  particu- 
larly in  the  field  of  real  estate  loans.  Also,  it  should  be 
remembered  that  because  of  the  fact  that  deposits  or 
shares  are  withdrawable  on  demand  the  mutual  insti- 
tutions are  in  competition  with  the  commercial  banks 
for  money  to  be  deposited.  It  was  said  in  the  case  of 
savings  banks  that  when  it  is  possible  to  withdraw  savings 
bank  deposits  at  will,  there  is  less  necessity  to  put  those 
deposits  in  demand  deposit  accounts  with  commercial 
banks.  The  same  is  true  of  money  invested  in  the  shares 
of  co-operative  banks  or  savings  and  loan  associations. 
In  addition,  to  the  extent  that  commercial  banks  invest 
in  real  estate  loans,  these  mutual  institutions  are  in 
competition  with  them  in  that  investment  field  as  well. 
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The  Taxation  of  Mutual  Institutions. 

While  savings  banks  exist  in  only  17  States,  mutual 
institutions  of  the  same  type  as  co-operative  banks  and 
savings  and  loan  associations  are  found  in  every  State. 
Thus  it  is  necessary  to  consider  the  tax  treatment  accorded 
the  other  mutual  institutions  in  the  States  where  savings 
banks  do  not  exist  as  well  as  in  those  wherethey  do. 

In  the  discussion  in  chapter  IV  of  the  taxes  imposed 
upon  savings  banks,  it  was  found  that  in  three  of  the 
States  where  savings  banks  are  located  they  are  exempt 
from  any  taxation  —  New  Jersey,  Wisconsin  and 
Washington,  which  imposes  no  tax  on  any  type  of  bank. 
In  11  of  the  States  they  are  taxed  in  the  same  manner 
as  commercial  banks,  and  in  three  States  they  are  taxed 
but  in  a  different  manner.  Pennsylvania  imposes  a  net 
earnings  tax  on  savings  banks,  as  compared  with  a  tax 
on  the  shares  of  commercial  banks.  Rhode  Island  and 
Massachusetts  impose  a  tax  on  savings  bank  deposits, 
as  compared  with  an  excise  tax  measured  by  income  on 
commercial  banks.  In  all  but  one  of  these  17  States  the 
other  mutual  institutions  are  treated  in  the  same  manner 
as  savings  banks.  The  one  exception  is  Massachusetts, 
where  they  pay  no  tax  —  not  even  the  savings  bank  tax. 

In  the  other  31  States  where  there  are  no  savings  banks, 
mutual  institutions  of  the  savings  and  loan  association 
type  are  subjected  to  the  same  tax  as  commercial  banks 
in  28.  They  are  exempt  from  taxation  in  Arkansas  and 
Georgia;  and  in  South  Carolina  they  are  subject  to  a 
shares  tax,  as  compared  with  a  net  income  tax  on  com- 
mercial banks. 

In  summary,  then,  the  other  mutual  institutions  are 
taxed  in  the  same  manner  as  commercial  banks  in  39 
States.  They  are  taxed  differently  from  commerical 
banks  in  3  States,  but  in  2  of  these  are  taxed  in  the  same 
manner  as  are  savings  banks.  They  are  exempt  from 
taxation  in  6  States,  one  of  which  —  Washington  —  taxes 
no  banks,  and  another  of  which  —  Massachusetts  — 
taxes  savings  banks.  It  would  seem,  therefore,  that  the 
policy  in  most  of  the  other  States  is  not  only  to  consider 
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the  other  mutual  institutions  in  competition  with  the 
savings  banks,  but  also  in  competition  with  the  com- 
mercial banks  as  well. 

It  might  be  pointed  out  in  this  connection  that  the  new 
federal  tax  on  savings  banks,  which  brought  those  banks 
closer  to  the  commercial  banks  under  the  federal  income 
tax,  also  applies  to  the  other  mutual  institutions.  So 
that,  for  federal  tax  purposes,  savings  banks  and  the 
other  mutual  institutions  are  treated  in  the  same  manner, 
and  all  of  them  have  for  the  first  time  been  subjected  to 
a  tax  similar  to  that  on  commercial  banks. 

It  has  been  suggested  that,  as  long  as  the  Common- 
wealth retains  the  present  type  of  tax  on  savings  banks, 
there  is  valid  reason  for  exempting  the  other  mutual 
institutions.  But  if  the  savings  bank  tax  were  to  be 
changed,  the  exemption  should  be  reconsidered.  The 
alternatives  which  are  available  to  the  Commonwealth 
are,  therefore,  dependent  upon  the  policy  which  is  to  be 
followed.  If  the  present  policy  is  to  be  changed  to  recog- 
nize the  competition  which  exists  between  savings  banks 
and  commercial  banks,  then  the  competition  between 
the  other  mutual  institutions  and  the  savings  banks 
should  also  be  recognized.  In  such  a  case,  they  should 
be  subject  to  the  same  tax.  Thus  the  various  alternative 
methods  of  taxation  which  were  discussed  in  chapter  IV 
for  the  savings  banks  would  apply  to  the  other  mutual 
institutions  as  well. 

Credit  Unions. 

Throughout  this  report  one  type  of  mutual  institution 
has  been  omitted  —  the  credit  unions.  There  are  in  the 
Commonwealth  459  of  these  institutions  operating  under 
state  charters  alone,  plus  many  more  operating  under 
federal  charters.  These  institutions  operate  under  a 
''mutual"  plan;  and  in  1952  the  state-chartered  credit 
unions  held  a  total  of  $93.1  milhon  in  assets.  However, 
the  average  amount  of  assets  held  by  the  credit  unions 
was  shghtly  in  excess  of  $200  thousand.  Thus  it  would 
seem  that  at  the  present  time  credit  unions  are  not  in 
substantial  competition  with  other  mutual  institutions. 
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They  do  accept  deposits  and  sell  shares,  and  some  of 
them  do  make  real  estate  loans.  But  the  interest  and 
dividends  paid  are  low  in  comparison  with  those  paid  by 
savings  banks  and  other  mutual  institutions.  Also,  less 
than  half  of  the  credit  unions  —  133  —  invested  in  real 
estate  loans. 

The  primary  function  of  all  credit  unions  is  to  act  as  a 
central  fund  in  which  members  can  make  deposits  or 
invest  in  shares  against  either  of  which  they  can  secure 
personal  loans.  Any  other  investments  must  be  made 
after  all  members  eligible  to  receive  such  loans  have  been 
satisfied.  In  1952  personal  loans  accounted  for  32.9  per 
cent  of  the  investments  of  all  credit  unions,  as  compared 
with  24.9  per  cent  in  real  estate  loans;  19.5  per  cent  in 
government  securities,  bank  stocks  and  other  bonds  and 
notes;  and  14.9  per  cent  in  cash  and  cash  items. 

Under  the  new  federal  tax  on  savings  banks  and  other 
mutual  institutions,  credit  unions  remained  specifically 
exempt  from  taxation,  as  they  are  in  most  of  the  States. 
In  view  of  this  and  in  view  of  the  business  of  the  credit 
unions,  the  Commonwealth  could  continue  its  policy  of 
exemption  also. 

HOLLIS   M.   GOTT, 

Chairman. 

RALPH   C.   MAHAR, 

Vice-Chairman. 

WILLIAM   D.   FLEMING. 

CHARLES  V.   HOGAN. 

FRED   I.   LAMSON. 

SIDNEY  Q.   CURTISS. 

STEPHEN   L.   FRENCH. 

ARTHUR  U.   MAHAN. 

MICHAEL  J.  McCarthy. 

H.   EDWARD   SNOW. 
JOHN  F.   THOMPSON. 
THEODORE  J.   VAITSES. 
ROBERT  T.   CAPELESS. 
CARROLL  F.   HOLT. 
NORMAN   MacDONALD. 
JOHN  E.   ROGERSON. 
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